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The  May  Department  Stores  Company,  one  of  the  nation’s  largest 
retailing  companies,  focuses  on  three  principal  retail  segments: 
17  department  store  companies  across  the  United  States,  two 
regional  quality  discount  store  companies  and  two  national 
specialty  store  companies.  Through  subsidiaries,  the  company 
also  is  one  of  the  largest  national  developers  and  operators 
of  shopping  centers. 

We  employ  approximately  151, 700  people  in  46  states  and 
in  13  offices  overseas.  A  list  of  operating  companies  and  subsid¬ 
iaries  appears  on  page  39  of  this  report. 

Department  Stores.  Our  17  department  store  companies  serve 
market  areas  which  total  approximately  103  million  people 
nationwide.  At  fiscal  year-end  1986,  we  operated  286  depart¬ 
ment  stores  in  25  states  and  the  District  of  Columbia. 

Each  store  company  commands  a  leading  position  in  its 
respective  market  area  and  operates  under  one  of  the  following 
well-established  trade  names:  Lord  &  Taylor,  New  York;  May  Co., 
California;  Hecht’s,  Washington,  D.C.;  J.W.  Robinson’s, 

Los  Angeles;  Famous-Barr,  St.  Louis;  Kaufmann’s,  Pittsburgh; 
L.S.  Ayres,  Indianapolis;  G.  Fox,  Hartford;  May  Co.,  Cleveland; 
Meier  &  Frank,  Portland,  Ore.;  Sibley’s,  Rochester,  N.Y.; 
O’Neil’s,  Akron;  May  D&F,  Denver;  Goldwaters,  Scottsdale; 
Hahne’s,  New  Jersey;  Robinson’s  of  Florida,  St.  Petersburg; 
and  May  Cohens,  Jacksonville. 

Discount  Stores.  Caldor  and  Venture,  our  two  regional  quality 
discount  store  chains,  conduct  their  business  in  geographic 
areas  that  include  approximately  53  million  people.  At  fiscal 
year-end,  Caldor  operated  115  stores  in  the  Northeast  and 
Venture  operated  65  stores  in  the  Midwest. 

Specialty  Stores.  We  operate  two  national  specialty  store 
chains:  Volume  Shoe  Corporation  and  Loehmann’s.  Volume 
Shoe  is  the  nation’s  largest  chain  of  self-service  family  shoe 
stores,  with  most  locations  operating  under  the  trade  name 
Payless  ShoeSource.  At  year-end.  Volume  Shoe  had  2,210 
stores  in  40  states  and  the  District  of  Columbia.  Loehmann’s, 
which  features  quality  off-price  women’s  apparel,  operated  90 
stores  in  29  states  at  year-end. 

May  Centers.  Primarily  through  May  Centers,  a  wholly  owned 
subsidiary,  the  company  is  one  of  the  nation’s  leading  developers 
and  operators  of  shopping  centers.  At  year-end.  May  Centers 
owned  or  had  a  partnership  interest  in  27  centers  in  nine  states. 
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Highlights 

Net  sales 

$10,328 

$9,41 1 

10% 

The  May 

Department 

Stores 

Net  earnings 

$  381 

$  347 

10% 

Net  earnings  per  share 

$  2.44 

$  2.20 

n% 

Company 

Dividends  paid  per  common  share 

$  1.011/2 

$  .92 

10% 

Return  on  shareholders’ 
beginning  equity 

15.6% 

15.4% 

For  stores  closed  and  not  replaced,  sales  information  in  the  year  prior  to  closing  has  been  adjusted  to 
exclude  sales  for  the  comparable  closed  periods. 
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etter  to 
Shareholders 

1986  was  a  year  of  significant  progress 
for  the  May  Company.  First,  it  was  our 
12th  consecutive  year  of  record  sales  and 
earnings,  a  performance  achieved  by 
few  companies  in  our  industry.  This 
record  is  a  great  tribute  to  the  many 
people  throughout  our  company  who 
have  worked  hard  and  conscientiously 
over  the  years  to  make  May  a  better 
company.  We  are  extremely  proud  of  our 
organization  and  are  deeply  grateful  for 
everyone’s  contribution  to  the  success 
of  the  company. 

Second,  with  the  acquisition  of 
Associated  Dry  Goods  Corporation  in 
October,  May  significantly  strengthened 
its  position  in  the  industry.  Today,  May  is 
one  of  the  largest  retailers  in  the  country, 
with  sales  of  over  $10  billion.  The  inte¬ 
gration  of  Associated  is  going  smoother 
and  faster  than  originally  planned,  a  credit 
to  our  people,  especially  those  in  our 
new  divisions. 

The  May  Mission,  “Excellence  in 
Retailing,”  recently  has  been  updated  to 
reflect  the  changes  that  have  occurred 
in  the  company.  We  are  in  the  process  of 
review  ing  and  discussing  it  with  all  of 
our  divisions.  We  are  excited  about  the 
opportunities  that  lie  ahead  to  make 
May  not  only  the  biggest  department 
store  company  in  the  country,  but  the 
best.  Excellence  is  our  mission. 

Financial  Results.  May  had  record 
sales  of  $10.3  billion  in  1986,  up  10% 
from  $9.4  billion  in  1985.  Net  earnings 
for  the  year  were  $381  million,  up  from 


$347  million.  Earnings  per  share  in¬ 
creased  to  $2.44  from  $2.20,  an  11% 
increase.  Each  of  our  operating  segments 
contributed  to  this  performance. 

For  the  fourth  quarter  of  1986,  sales 
were  a  record  $3.4  billion,  up  10%  (rom 
$3.1  billion  in  the  fourth  quarter  of  1985. 
Net  earnings  wrere  a  record  $213  million, 
up  from  $195  million.  Earnings  per  share 
were  $1.38,  up  11%  from  $1.24. 

We  recognize  that  our  single  most 
important  responsibility  is  to  add  value 
for  our  shareholders.  Using  return  on 
equity  as  the  principal  measure,  we  had 
achieved  top  quartile  performance 
averaging  over  18%  from  1983  through 
1985.  The  combined  company  had  a 
15.6%  return  on  equity  in  1986.  We  are 
committed  to  return  to  our  objective 
through  the  renewed  dedication  of  all 
our  associates  to  the  principles  of  the 
May  Mission. 

Dividend  Increase.  In  March  1987, 
the  Board  of  Directors  increased  the 
dividend  by  10%  to  an  annual  rate  of 
$1.14  per  share  from  $1.04.  This  repre¬ 
sents  the  13th  dividend  increase  in  the 
last  12  years. 

Management  Changes.  During  1986 
we  were  pleased  to  add  five  directors  to 
our  Board.  They  are:  Thomas  S.  Carroll, 
president  and  chief  executive  officer  of 
International  Executive  Service  Corps; 
Joseph  H.  Johnson,  retired  chairman  of 
the  board  and  chief  executive  officer  of 
Associated  Dry  Goods;  Paul  Kolton, 
chairman  of  the  Advisory  Council  of  the 
Financial  Accounting  Standards  Board; 
Martha  T.  Muse,  chairman  and  president 
of  The  Tinker  Foundation;  and  Donald  C. 
Flatten,  chairman  of  the  executive  com¬ 
mittee  of  the  board  of  Chemical  New  York 
Corporation  and  Chemical  Bank. 

On  February  1,  1987,  Allan  J.  Bloostein, 
vice  chairman  and  a  member  of  the  Board 
of  Directors,  retired  after  17  years  of  dedi¬ 
cated  service  to  May.  Mr.  Bloostein  was  a 
powerful  force  in  shaping  the  company 
and  contributed  significantly  to  its  suc¬ 
cess.  W  e  are  very  pleased  that  he  will 
continue  to  serve  May  in  a  consulting  role. 


Outlook  for  1987  and  Beyond.  W  e 

are  off  to  a  good  start  in  1987.  Business 
to  date  has  been  encouraging.  Good  pro¬ 
gress  has  been  made  in  putting  the  two 
companies  together  and  we  are  excited 
about  the  opportunities  that  lie  ahead. 

Our  mission  is  excellence.  We  are  com¬ 
mitted  to  achieving  our  objective  of  top 
quartile  performance  and  have  already 
started  to  work  on  closing  the  gap.  Signifi¬ 
cant  savings  already  have  occurred  in 
putting  the  two  companies  together;  our 
market  presence  has  been  greatly  en¬ 
hanced:  and  we  have  aggressive  credit 
programs  in  place.  We  are  well  positioned 
to  move  quickly  and  decisively  on  other 
acquisition  opportunities. 

We  are  a  company  with  sound  man¬ 
agement  processes  and  excellent  follow¬ 
up  to  give  us  a  significant  competitive 
advantage.  We  are  committed  to  con¬ 
tinued  development  of  a  strong  organiza¬ 
tional  foundation:  stepped-up  college 
recruiting,  energized  and  substantive 
internal  development  programs,  and 
career  planning  for  all  executives. 

W  e  have  set  a  clear  strategic  direction 
with  seven  specific  strategies.  Also,  all  of 
our  companies  produce,  on  an  annual 
basis,  a  meaningful  five-year  plan  which 
focuses  on  strategy  and  execution,  and 
our  corporate  long-range  plan  is  shared 
throughout  our  organization,  encouraging 
further  commitment  to  excellence. 

Merchandise  information  systems 
have  been  set  up  to  track  and  monitor 
our  performance  by  idea,  resource  and 
specific  styles. 

W  e  encourage  a  spirit  of  teamw  ork 
and  collaboration  at  all  levels.  Our 
Presidents'  Council  meets  every  six  to 
eight  weeks  in  New  York  to  review  with 
May  Merchandising  Corporation  the 
major  merchandising  ideas  that  are 
emerging.  Our  general  merchandise 
managers,  divisional  merchandise  man¬ 
agers  and  buyers  have  met  to  exchange 
information  and  ideas.  Our  chairmen, 
chief  financial  officers,  human  resource 


Members  of  the  company's  Senior  Management 
Committee  are,  from  left  to  right,  Lawrence  E. 
Ilonig.  Kenneth  Kolker,  David  C.  Farrell,  Thomas 
A.  Mays,  Richard  L.  Battram  and  Jerome  T.  Loeb. 


heads,  directors  of  stores,  advertising 
and  sales  promotion  directors,  general 
operations  managers  and  other  teams 
are  also  meeting. 

New  ways  of  communicating  within 
our  organization  are  being  developed.  In 
March  of  this  year,  wre  launched  our  ow  n 
television  satellite  netw  ork,  linking  all  of 
our  stores  with  our  New  York  office. 
Through  this  technique  w^e  will  be  able 
to  respond  faster  and  more  accurately  to 
merchandise  ideas. 

Our  balance  sheet  continues  to  be  one 
of  the  strongest  in  the  industry  and  sup¬ 
ports  our  most  aggressive  expansion  and 
improvement  plan  ever. 

This  year  we  will  open  11  depart¬ 
ment  stores,  eight  discount  stores,  and 
approximately  240  specialty  stores,  and 
remodel  or  expand  more  than  40  stores 
at  a  combined  investment  of  more  than 
$600  million.  The  new  stores  will  add 
more  than  three  million  square  feet  of 
retail  space. 

Our  five-year  plan  is  for  capital  expen¬ 
ditures  in  excess  of  $3  billion,  with 


about  $1.8  billion  allocated  for  new  stores. 
From  1986-1990,  wre  plan  to  add  59 
department  stores,  52  discount  stores  and 
about  1,3(X)  specialty  stores— giving  us 
nearly  3,800  stores  by  the  end  of  1990. 
These  expansions  w  ill  be  financed  largely 
from  cash  flow. 

We  are  confident  that  our  strategies 
are  sound  and  that  the  resources  are  in 
place  to  achieve  excellent  results.  We 
look  forward  to  continued  performance 


improvements  in  1987  and  beyond,  and 
to  further  enhancing  the  value  of  your 
investment. 

We  would  like  to  express  our  gratitude 
to  all  our  people,  here  and  abroad,  as 
wrell  as  to  our  Board  of  Directors  for  their 
support  and  encouragement.  We  are  also 
greatly  appreciative  to  our  suppliers, 
and  value  very  highly  the  confidence 
that  shareholders  have  expressed  in 
the  company. 


David  C.  Farrell 
Chairman  and 
Chief  Executive  Officer 


April  2, 1987 


3 


The  May  Department  Stores  Company  emerged  in 
1986  as  one  of  the  country's  largest  retailers  with 
a  dynamic  portfolio  of  businesses  and  intrinsic 
strengths.  Our  merger  in  October  1986  with 
Associated  Dry  Goods  Corporation  was  one  of  the 
most  significant  events  in  retailing  history,  and 
the  year  w  ill  stand  as  a  pivotal  one  for  the  future 
of  the  company. 

We  have  accomplished  the  consolidation 
quickly —  now  thinking  as  one  company  and 
working  as  a  united,  integrated  team.  We  have  a 
dedicated  organization,  working  together. 

Our  strengths  give  us  significant  advantages  with 
which  to  compete  in  a  retail  environment  that  is 
becoming  more  competitive  and  more  demanding. 
As  our  industry  consolidates  and  restructures, 
the  shape  of  retailing  for  the  next  several  decades 
is  now  being  established.  Only  the  best  and  most 
responsive  organizations  will  prevail,  meeting  the 
demands  for  quality  sought  by  value-conscious 
consumers.  May  recognizes  that  to  achieve  sustain¬ 
able  advantages  in  the  marketplace,  we  must 
execute  better  than  our  competitors,  and  we  must 
do  so  against  continuously  increasing  standards. 

A  key  element  of  May’s  success  in  this  environ¬ 
ment  of  rapid  change  is  the  company's  ongoing 
dedication  to  the  May  Mission— our  strategic 
statement  setting  “Excellence  in  Retailing"  as  our 
corporate  goal.  Adopted  in  1982,  this  statement 
established  top  quartile  performance  as  the  objec¬ 
tive  and  highlights  seven  strategies  to  achieve 
excellence— five  of  which  focus  on  merchandising. 
The  May  Mission  is  continually  renewed  and  revita¬ 
lized  as  we  strive  for  excellence  in  every  facet  of 
our  business. 

Today,  May  is  a  company  with  important 
strengths  in  many  key  areas— advantageously 
positioning  us  for  continued  growth. 

A  foremost  strength  is  that  we  are  strategically 
well  focused  and  well  defined.  We  will  continue 
to  concentrate  our  eflorts  in  three  retailing 
sectors— department  stores,  discount  stores  and 
specialty  stores.  These  are  businesses  in  which 
we  can  leverage  our  management  skills  and  experi¬ 
ence,  enhance  the  future  of  those  businesses,  and 
increase  shareholder  value. 

Our  powerful  store  franchises  also  represent  a 
major  strength.  In  key  markets  from  coast  to  coast, 
our  retail  portfolio  is  composed  of  many  of  the  most 
important  and  best  names  in  retailing.  Our  stores 
have  immediate  recognition  in  their  respective 
communities  and  in  our  industry. 

These  store  franchises  collectively  give  May 
strength,  recognition  and  presence  both  domes¬ 
tically  and  abroad.  More  than  $10  billion  in  annual 
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retail  sales  enables  us  to  work  closely  and  effec¬ 
tively  with  key  vendors  to  offer  customers  the  most 
sought-after  brand  names  and  the  latest  in  fashion. 
Our  retail  businesses  are  able  to  more  effectively 
focus  their  purchasing  power  on  key  items  in  the 
market  as  they  collaborate  with  May  Merchandising 
Corporation,  our  merchandising  headquarters  in 
New  York,  and  May  Department  Stores  Inter¬ 
national,  our  overseas  buying  organization. 

Through  this  teamwork,  our  merchandising  direc¬ 
tion  is  more  focused:  our  resource  structure  is 
tighter;  our  assortments  are  more  disciplined;  and 
our  merchandise  has  updated  style.  We  target  the 
specifics  in  our  merchandise  plans,  not  generalities, 
pursuing  the  most  productive  segments  of  the  busi¬ 
ness  and  editing  out  ideas,  resources  and  styles 
that  are  marginal.  Additionally,  we  have  worked 
together  to  establish  specific  pricing  guidelines  for 
imports,  ensuring  compelling  and  value  pricing. 

For  example,  in  1986.  the  collaboration 
between  May  Merchandising,  May  Department 
Stores  International,  and  all  of  our  store  divisions 
identified,  defined  and  played  a  leading  role  in 
bringing  popular  lace-trimmed  apparel  to  our  cus¬ 
tomers.  Programs  for  several  hundred  thousand 
units  of  sweaters,  blouses,  shirts  and  intimate 
apparel,  all  featuring  various  stylings  of  lace  trim, 
were  developed  both  overseas  and  domestically. 
This  partnership  also  enabled  us  to  have  sub¬ 
stantial  increases  in  our  business  in  merchandise 
from  prestigious  designers  such  as  Ralph  Lauren, 
Calvin  Klein  and  Liz  Claiborne;  in  premier  products 
created  by  innovative  firms  such  as  Estee  Lauder, 
Lancome,  Clinique,  Polo,  Giorgio,  9  West,  Reebok, 
Ellen  Tracy,  Pendleton.  JH  Collectibles,  Anne 
Klein  II,  Chaus,  Palmetto’s,  Byer,  OshKosh, 
Wamsutta,  and  others;  and  in  the  powerful  and 
important  lines  from  substantial  U.S.  manu¬ 
facturers  such  as  Arrow,  Haggar,  Levi’s,  and 
Fisher,  to  name  only  a  few. 

The  company's  ability  to  work  as  a  team  and  to 
share  information  is  a  key  strength.  Although  the 
size  of  our  organization  doubled  in  the  year,  we 
have  forged  important  new’  partnerships  through¬ 
out  the  company  to  get  the  most  out  of  every¬ 
thing  we  do. 

Each  meeting  of  every  May  group  is  designed 
to  capitalize  on  the  experience  and  expertise 
represented  by  our  executives  and  to  reinforce 
May’s  emphasis  on  teamwork,  partnership  and 
collaboration.  In  addition,  a  May  priority  is  to 
retain  and  foster  the  personal  initiative  and  innova¬ 
tion  of  every  associate  whose  contributions  will 
move  May  forward  to  achieving  excellence. 
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Another  strength  is  a  depth  of  corporate  talent 
which  complements  our  divisions  and  provides 
added  value.  Our  capabilities  and  capacities  in 
information  systems,  communications,  real  estate 
and  human  resources  are  prime  examples. 

May  has  the  resources  to  capture  merchandise 
information  in  great  detail  and  to  share  these  data 
in  actionable  formats  with  each  of  our  department 
store  divisions.  Our  ability  to  execute  well  is  greatly 
helped  by  the  timely  dissemination  of  information. 
In  addition,  the  ability  to  review  merchandise  infor¬ 
mation  as  one  company —  in  a  common  format  in 
all  stores— represents  a  sizable  advantage. 

On  a  frequent  basis,  we  provide  our  department 
store  divisions  with  very  current  and  actionable 
reports  on  status  of  inventories,  sales  by  individual 
vendor,  merchandise  on  order  from  individual 
vendors,  and  sales  by  classification.  We  believe 
such  reports  are  a  major  contributor  to  our  suc¬ 
cess,  as  they  are  oriented  not  toward  review  but 
toward  the  ferreting  out  of  every  opportunity. 

An  example  of  a  major  merchandise  communica¬ 
tion  vehicle  developed  and  implemented  during  the 
year  is  the  May  satellite  network.  Our  operating 
companies.  May  Merchandising  Corporation  and 
the  corporate  office  share  in  exchanges  of  infor¬ 
mation  via  our  network  featuring  color  video  and 
two-way  audio  capabilities. 

Another  example  of  our  corporate  capacities  is 
in  our  real  estate  activities.  Our  stores  are 
strategically  located  in  prime  real  estate,  such  as 
at  Metro  Center  in  downtown  Washington.  D.C.; 
North  County  Fair,  the  mammoth  new  regional 
shopping  center  development  in  northern  San 
Diego;  and  Ballston  Common,  a  location  revita¬ 
lized  by  total  modernization  and  reconstruction  in 
Arlington,  Va. 

An  additional  strength  of  importance  for  May  is 
our  strong  balance  sheet — one  of  the  strongest  in 
the  retail  industry.  This  exceptional  asset  allows  us 
to  move  forward  swiftly  to  implement  multi-billion- 
dollar  expansion  plans,  develop  the  merchandise 
information  and  communication  systems  needed 
for  competitive  advantages,  and  aggressively  use 
capital  to  maximize  sales  through  properly  posi¬ 
tioned  inventories  and  ambitious  credit  programs. 

Our  financial  strength  is  also  key  to  an  aggres¬ 
sive  sales- per-squa re-foot  productivity  program 
which  centers  on  new  stores,  store  remodels, 
shrinking  or  closing  of  unproductive  stores,  and 
combining  divisions,  w  here  appropriate.  May  has 
achieved  significant  productivity  gains  in  the  past 
several  years,  increasing  sales  per  square  foot 
nearly  46%  from  $62  in  1082  to  $134  in  1086. 
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1  he  emphasis  on  productivity  will  be  undiminished 
as  we  move  through  this  decade. 

In  our  store  expansion  plans,  the  pace  remains 
ambitious.  By  year-end  1990,  we  expect  to  add  59 
department  stores,  52  discount  stores  and  about 
1,300  specialty  stores.  Remodels  also  continue  to 
be  a  prime  contributor  to  improved  sales  per 
square  foot,  as  we  revamp  those  stores  which  show 
genuine  opportunities  for  productivity  increases. 
Additionally,  May  will  continue  closing  or  reducing 
the  size  of  unproductive  stores.  Since  1985,  13 
department  stores  and  a  discount  store  were  closed 
which  were  not  replaced. 

As  we  look  to  the  future,  we  are  redoubling 
our  efforts  to  build  the  best  talent  in  the  industry. 
We  recognize  that  "'Excellence  in  Retailing"'  can 
be  achieved  only  by  a  premier  organization  which 
emphasizes  innovation  and  excellence.  Our  suc¬ 
cess  has  been  and  will  be  based  on  people— the 
company’s  most  creative  asset.  As  such,  we  plan  to 
continue  our  industry-leading  programs  in  human 
resources,  with  each  executive  participating  in 
our  formal  Executive  Development  Program  and 
making  people  development  the  responsibility  of 
all  management  associates. 

We  have  heightened  our  recruiting  efforts  at 
leading  campuses  across  the  country.  May’s  starting 
salaries  have  grow  n  75%  in  seven  years,  placing 
us  at  the  forefront  of  the  industry,  and  we  have 
included  our  line  managers  and  senior  executives 
as  partners  in  the  process.  Last  year  we  hired 
more  than  750  graduates  from  top  universities. 

For  May  buyers  and  divisional  merchandise 
managers— key  merchants  w  ho  significantly 
affect  the  success  and  growth  of  our  company  — 
we  are  continuing  our  internal  development  pro¬ 
grams  which  are  among  the  most  stimulating, 
challenging  and  intensive  in  our  industry.  In  1986, 
we  introduced  the  buyer  training  program,  based 
on  the  success  of  our  divisional  merchandise 
manager  program  started  earlier.  A  common  goal 
of  these  programs  is  to  motivate  our  merchants  to 
develop  sharper  business  plans,  merchandising 
ideas,  advertising  and  pricing  practices  which 
enable  us  to  react  quicker,  think  faster  and  out¬ 
perform  the  competition.  Our  programs  were  devel¬ 
oped  by  May  and  are  taught  by  May  executives, 
including  every  member  of  the  Senior  Management 
Committee  in  the  case  of  the  DMM  program. 

To  ensure  our  progress  toward  retailing  excel¬ 
lence,  a  priority  is  to  intensify  our  successful 
efforts  to  act  as  one  company,  drawing  together 
powerful  retailing  heritages  and  the  efforts  of 
151, 700  associates  to  pursue  the  May  Mission. 
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Operations 

The  May  Company  established  new  records  for  both  sales 
and  earnings  in  1986.  Sales  were  $10.3  billion,  an  increase  of 
9.7%  and  a  performance  which  positions  the  company  as  the 
largest  operator  of  department  stores,  discount  stores  and 
specialty  stores  in  the  country.  Earnings  per  share  were 
$2.44,  an  increase  of  11%  from  last  year’s  $2.20  per  share. 
Net  earnings  were  $381  million,  an  increase  of  $34  million 
from  last  year’s  $347  million.  All  of  our  business  segments 
produced  increases  in  operating  earnings  and  achieved  store- 
for-store  sales  increases  well  in  excess  of  inflation,  which 
was  1.2%  as  measured  by  the  government’s  Department 
Store  Price  Index.  Results  are  highlighted  below: 


Sales 

Operating  Earnings 

(millions) 

Increase  Store-for- 
1986  vs.  1985  Store 

Increase 
1986  vs.  1985 

Percent 
of  Sales 

Department  stores 

S  6,503 

7.3% 

4.2% 

$595 

5.4% 

9.1% 

Discount  stores 

2,540 

9.0 

4.4 

155 

4.4 

6.1 

Specialty  stores 

1,285 

26.1 

10.5 

154 

34.5 

12.0 

Real  estate 

29 

2.7 

Total 

SI  0,328 

9.7% 

4.9% 

$933 

9.0% 

8.7% 

Operating  earnings  represent  LIFO  earnings  before  federal 
and  state  income  taxes,  net  interest  expense  and  corporate 
expense,  and  are  presented  exclusive  of  unusual  items  which 
are  summarized  on  page  23.  Sales  information  in  the  year 
prior  to  closing  has  been  adjusted  to  exclude  sales  of  non- 
replaced  closed  stores  for  the  comparable  closed  periods. 
Store-for-store  sales  represent  sales  of  those  stores  open 
during  both  years.  Additional  information  on  Business  Seg¬ 
ments  is  presented  on  pages  31  through  33. 

All  segments  have  contributed  to  the  company’s  growth, 
as  shown  in  the  following  table: 


Operating  Earnings 

Total  Sales 

Percent 

Percent 

Five-Year 

to 

Five-Year 

to 

Compound 

Total 

Compound 

Total 

Growth  Rate 

1986  1981 

Growth  Rate 

1986  1981 

Department  stores 

8% 

64%  80% 

7% 

63%  76% 

Discount  stores 

21 

17  12 

17 

25  19 

Specialty  stores 

37 

16  7 

37 

12  5 

Real  estate 

35 

3  1 

Department  Stores.  Department  store  sales  in  1986  were 
$6.5  billion,  an  increase  of  7.3%  from  1985  and  4.2%  on  a 
store-for-store  basis.  Operating  earnings  increased  5.4%  to 
$595  million  in  1986,  an  increase  of  $31  million  from  1985. 
Return  on  sales  was  9.1%,  a  slight  decrease  from  9.2%  in  1985. 
Return  on  beginning  net  assets  was  20.5%)  compared  to  1985’s 
21.3%.  The  company’s  productivity  programs  continue  to  be 
a  key  factor  in  the  success  of  our  department  store  segment. 
Sales  per  square  foot  in  1986  was  $127,  a  32%  increase 
from  1983  levels.  Opportunities  for  continued  improvement 
in  this  area  are  substantial  and  sales  per  square  foot  is  expected 
to  increase  significantly  again  in  1987. 

A  record  12  department  stores,  comprising  approximately 
1.7  million  square  feet  of  retail  space,  opened  during  fiscal 
1986.  This  marks  the  most  department  stores  opened  during 
a  single  year  in  the  company’s  history.  During  Spring  1986, 
five  stores  opened  as  follows:  Lord  &  Taylor  opened  an  80,000 
square  foot  store  in  Miami:  May  Co.,  California,  opened  two 
stores— a  150,000  square  foot  store  in  Escondido,  Calif.,  as 
part  of  North  County  Fair,  a  project  in  which  May  Centers  is 
a  partner,  and  a  137,000  square  foot  store  in  Citicorp  Plaza, 
which  replaced  the  former  downtown  Los  Angeles  store; 
Hechfs  opened  a  165,000  square  foot  store  in  Owings  Mills, 
Md.;  and  J.W.  Robinson’s  opened  a  150,000  square  foot  store 
in  Escondido,  Calif.,  also  part  of  North  County  Fair. 

The  seven  Fall  1986  openings  were  as  follows:  a  100,000 
square  foot  store  in  Boca  Raton,  Fla.,  for  Lord  &  Taylor;  a 
215,000  square  foot  store  in  Costa  Mesa,  Calif.,  for  J.W. 
Robinson  s;  a  220,000  square  foot  store  in  northern  Pittsburgh 
for  Kaufmann’s  which  replaced  a  nearby  freestanding  store; 
a  126,000  square  foot  store  in  Danbury,  Conn.,  for  G.  Fox;  a 
107,000  square  foot  store  in  Medford,  Ore.,  for  Meier  &  Frank; 
a  138,000  square  foot  store  in  Denver  for  May  D&F;  and 
a  120,000  square  foot  store  in  South  Orlando  for  Robinson’s 
of  Florida. 

During  1986,  May  remodeled  34  department  stores, 
encompassing  over  2  million  square  feet  of  retail  space,  and 
expanded  Hecht’s  Annapolis.  Md.,  store  by  17,000  square  feet. 

Also  during  1986,  the  company  closed  13  department  stores, 
eliminating  1.7  million  square  feet  of  retail  space.  Eleven  of 
these  were  low  productivity  stores  and  two  were  replaced 
with  new  stores.  At  year-end.  May  Company  operated  286 
department  stores  in  25  states  and  the  District  of  Columbia. 

Continuing  our  aggressive  expansion  program,  11  new 
department  stores  are  slated  to  open  in  1987,  adding  approxi¬ 
mately  1.7  million  square  feet  of  retail  space.  Spring  1987 
openings  are:  Hecht’s  at  Marley  Station  in  suburban  Baltimore, 
Md.;  J.W.  Robinson’s  in  Palm  Desert,  Calif.;  Famous-Barr  in 
Joplin,  Mo.;  and  G.  Fox  in  Poughkeepsie,  N.Y.  Stores  sched¬ 
uled  to  open  during  Fall  1987  are:  Lord  &  Taylor  in  Stuart, 
Fla.;  Hecht  s  in  Wheaton,  Md.:  J.W.  Robinson’s  in  Santa  Ana, 
Calif.:  and  Hahnes  in  Paramus,  N.J.  In  addition,  Kaufmann’s 
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will  open  three  mall  store  locations  in  metropolitan  Pittsburgh 
which  were  acquired  from  another  retailer  in  1986.  The  stores, 
which  are  located  at  South  Hills  Mall,  Monroeville  Mall  and 
Beaver  Valley  Mall,  will  replace  three  nearby  freestanding 
locations  that  will  be  closed. 

The  1986-1990  expansion  plan  will  add  59  new  department 
stores  with  more  than  7.9  million  square  feet  of  retail  space. 
For  the  five-year  period,  approximately  $750  million  will  be 
invested  in  new  stores  and  another  $390  million  is  allocated 
for  remodels  of  existing  stores. 

In  January  1987,  May  announced  the  combination  of  its 
two  Denver-based  department  store  companies,  May  D&F  and 
The  Denver,  into  a  single  department  store  company  operating 
under  the  May  D&F  name.  When  the  transition  is  complete, 
May  D&F  will  operate  13  stores  in  the  Denver  area. 

Discount  Stores.  May  Company  operates  two  quality 
discount  store  divisions:  Caldor  in  the  Northeast  and  Venture 
in  the  Midwest.  Caldor’s  sales  were  $1.4  billion  in  1986,  a 
5.4%  increase  over  1985s  levels  and  1.1%  on  a  store-for-store 
basis.  Operating  earnings  were  $75  million,  a  $15  million  or 
17.4%  decline  from  1985s  $90  million  level.  Return  on  sales 
was  5.3%  in  1986  compared  to  6.7%  in  1985  and  return  on 
beginning  net  assets  was  18.8%  in  1986  compared  to  23.8%  in 
1985.  Sales  per  square  foot  in  1986  was  $130,  the  same  level 
as  in  1985.  Caldor’s  1986  results  were  disappointing.  Manage¬ 
ment  is  addressing  the  problems  which  contributed  to  Caldor’s 
1986  performance.  During  the  fourth  quarter  and  early  in 
1987,  the  company  took  steps  to  realign  its  inventory  position 
and  content  via  liquidation  sales  aimed  at  improving  inven¬ 
tory  currency.  Caldor  also  reduced  significantly  the  number 
of  stock  keeping  units  carried.  Improving  Caldor’s  perfor¬ 
mance  represents  a  significant  opportunity  for  the  future. 

Seven  new  Caldor  stores  opened  in  1986,  adding  approxi¬ 
mately  610,000  square  feet  of  retail  space.  Five  stores  opened 
in  New  Jersey  in  Cinnaminson,  Secaucus,  Manahawkin, 
Willingboro  and  Holmdel,  giving  Caldor  17  stores  in  the 
state.  The  remaining  two  stores  opened  in  Glen  Burnie,  Md., 
and  in  northeast  Philadelphia.  At  year-end,  Caldor  operated 
115  stores  in  a  nine  state  region  stretching  from  New 
Hampshire  to  Virginia. 

Caldor  will  open  three  new  stores  in  1987  totaling  ap¬ 
proximately  260,000  square  feet  of  retail  space.  A  store  in 
Westminster,  Md.,  opened  in  March;  the  division’s  sixth  store 
in  Philadelphia  will  open  in  July;  and  a  store  in  Plainsboro,  N.J., 
will  open  in  August. 

Venture’s  sales  were  $1.1  billion  in  1986,  an  increase  of 
13.8%  from  1985  and  8.8%  on  a  store-for-store  basis.  Operating 
earnings  were  $80  million,  a  $22  million  or  38.3%  increase 
from  1985.  Venture’s  return  on  sales  grew  to  7.1%  from  5.8% 
in  1985.  Venture’s  return  on  beginning  net  assets  increased 
to  23.5%  from  20.1%  in  1985.  Reflecting  continued  emphasis 
on  improving  productivity,  sales  per  square  foot  increased 
to  $158  from  $148  in  1985  and  $131  in  1983. 


In  1986,  Venture  opened  four  new  stores,  adding  approxi¬ 
mately  360,000  square  feet  of  retail  space.  Three  stores  were 
added  to  Venture  s  largest  market  area,  Chicago,  with  stores  in 
Waukegan,  Melrose  Park  and  Aurora,  Ill.  A  new  store  also  was 
opened  in  Manchester,  Mo.,  a  suburb  of  St.  Louis.  At  year-end. 
Venture  operated  65  stores  in  seven  Midwestern  states. 

Venture  completed  major  remodels  to  six  stores  in  1986, 
which  involved  approximately  530,000  square  feet  of  retail 
space. 

Five  Venture  stores  are  scheduled  for  1987  openings  totaling 
approximately  400,000  square  feet  of  retail  space.  In  March, 
Venture  opened  stores  in  Joplin,  Mo.,  a  new  market  area;  and 
Shawnee,  Kan.,  in  metropolitan  Kansas  City.  In  May,  a  new 
store  will  open  in  Rockwell,  Okla.,  in  the  Oklahoma  City 
market;  and  in  October  1987,  two  new  stores  will  be  added 
to  the  Chicago  market— in  Crystal  Lake,  Ill.,  and  in  metro¬ 
politan  Chicago. 

The  1986-1990  expansion  program  for  discount  stores  will 
add  52  new  Caldor  and  Venture  stores  and  approximately 
4.5  million  square  feet  of  retail  space.  For  the  five-year  period, 
our  discount  stores  will  invest  approximately  $340  million 
in  new  stores  and  about  $65  million  in  store  remodels. 

Specialty  Stores.  May  Company  operates  two  national  spe¬ 
cialty  store  divisions:  Volume  Shoe  Corporation,  the  nation  s 
largest  chain  of  self-service  family  shoe  stores,  with  most  loca¬ 
tions  operating  under  the  trade  name  Payless  ShoeSource; 
and  Loehmann’s,  our  specialty  store  chain  featuring  quality 
off-price  women’s  apparel. 

Volume  Shoe’s  1986  sales  were  $934  million,  an  increase 
of  34.1%  from  1985  and  14.3%  on  a  store-for-store  basis. 
Operating  earnings  increased  41.3%  to  $138  million,  a  $41 
million  increase  from  1985’s  $97  million.  Return  on  sales  was 
14.8%  in  1986  compared  to  14.0%  in  1985.  Return  on  begin¬ 
ning  net  assets  improved  to  38.0%  in  1986  from  1985’s  33.1%. 
Continued  productivity  improvements  were  achieved  with 
sales  per  square  foot  increasing  18%  to  $136  per  square  foot 
from  $115  per  square  foot  in  1985. 

Volume  Shoe  is  one  of  the  fastest  growing  specialty  retailers 
in  the  nation.  Its  rapid  growth  continued  in  1986,  opening 
343  net  new  Payless  ShoeSource  stores,  with  approximately 
1.0  million  square  feet  of  additional  retail  space.  The  new 
stores,  of  which  129  were  acquired  from  SCOA  Industries, 
Inc.,  in  early  1986,  are  located  in  major  metropolitan  areas 
across  the  United  States. 
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In  June  1986,  Volume  Shoe  marked  a  milestone  as  the 
company  opened  its  2,000th  store  in  Mesa,  Ariz.  At  year-end. 
Volume  Shoe  operated  2,210  stores  in  40  states  and  the 
District  of  Columbia. 

Substantial  growth  occurred  in  the  Northeast  with  the  addi¬ 
tion  of  85  net  new  stores  and  in  the  Northwest  with  79  net  new 
stores.  Volume  Shoe  entered  New  York  State  for  the  first  time, 
serving  the  upstate  areas  of  Albany,  Buffalo  and  Syracuse. 

To  continue  its  aggressive  expansion  plan.  Volume  Shoe 
plans  to  open  approximately  235  net  new  stores  in  1987,  adding 
about  725,000  square  feet  of  retail  space.  New  markets  to  be 
entered  include  northern  New  York  State,  North  Carolina  and 
South  Carolina. 

Loehmann’s  sales  were  $351  million  in  1986,  an  increase 
of  9.0%  from  1985  and  2.2%  on  a  store-for-store  basis.  Oper¬ 
ating  earnings  were  $16  million  in  1986,  a  5.0%  decrease 
from  1985’s  $17  million.  Return  on  sales  was  4.5%  in  1986 
compared  to  5.2%  in  1985.  Return  on  beginning  net  assets 


was  35.8%  in  1986  compared  to  39.9%  in  1985.  Sales  per 
square  foot  decreased  to  $284  in  1986  from  $291  in  1985. 

Loehmann’s  opened  12  new  stores  during  1986  with  approx¬ 
imately  180,000  square  feet  of  additional  retail  space.  The 
majority  of  the  new  stores  are  located  in  the  Mid- Atlantic 
states  and  the  South.  At  year-end,  Loehmann’s  operated  90 
stores  in  29  states. 

Loehmann  s  1987  expansion  plan  calls  for  three  new  stores, 
adding  approximately  60,000  square  feet  of  retail  space.  A 
store  opened  during  February  in  Oceanside,  Calif.,  while 
openings  are  planned  in  Arlington  Heights,  Ill.,  in  May 
and  Bronx/Riverdale,  N.Y.,  in  October. 

The  1986-1990  expansion  plan  for  specialty  stores  calls  for 
a  gross  capital  investment,  including  operating  lease  equiva¬ 
lents,  of  approximately  $730  million  to  add  about  1,300 
net  new  stores  with  approximately  4.2  million  square  feet  of 
retail  space.  The  specialty  store  divisions  also  plan  to  spend 
approximately  $45  million  remodeling  existing  stores. 


Sales  and  Building  Area  by  Retail  Division. 


1986 

1985 

Building 

Building 

Sales  in 

Area  in 

Number 

Sales  in 

Area  in 

Number 

Millions  of 

Thousands 

of 

Millions  of 

Thousands 

of 

Dollars 

of  Sq.  Ft. 

Stores 

Dollars 

ofSq.  Ft. 

Stores 

Lord  &  Taylor,  New  York 

1  865 

5,954 

45 

$  772 

5,771 

43 

May  Co.,  California 

814 

6,411 

34 

784 

6,643 

35 

Hecht’s,  Washington,  D.C. 

J.W.  Robinsons,  Los  Angeles 

624 

3,824 

22 

568 

3,847 

23 

586 

4,167 

24 

582 

3,780 

22 

Famous-Barr,  St.  Louis 

495 

3.983 

17 

460 

3,977 

17 

Kaufmann’s,  Pittsburgh 

455 

3,072 

14 

424 

3,655 

18 

L.S.  Ayres,  Indianapolis 

440 

4.257 

25 

437 

4,513 

25 

G.  Fox,  Hartford 

264 

1,703 

9 

219 

1,569 

8 

May  Co.,  Cleveland 

248 

2.415 

10 

239 

2,413 

10 

Meier  &  Frank,  Portland,  Ore. 

226 

1,920 

8 

212 

1,819 

7 

Sibley’s,  Rochester,  N.Y. 

192 

2,473 

14 

187 

2,500 

14 

O’Neil’s,  Akron 

182 

1,477 

9 

175 

1,398 

10 

May  D&F,  Denver 

175 

1,533 

10 

172 

1,576 

11 

Gold  waters,  Scottsdale 

157 

1,037 

9 

146 

1,037 

9 

Hahne’s,  New  Jersey 

153 

1,454 

8 

143 

1,466 

8 

The  Denver,  Denver 

151 

1,443 

12 

152 

1,443 

12 

Robinsons  of  Florida,  St.  Petersburg 

136 

1,338 

10 

119 

1,218 

9 

May  Cohens,  Jacksonville 

80 

551 

6 

74 

643 

6 

Sycamore,  Indianapolis 

40 

327 

111 

32 

300 

92 

Total  department  stores* 

6,283 

49,339 

286 

5,897 

49,568 

287 

Caldor 

1,411 

10,744 

115 

1,339 

10,237 

109 

Venture 

1,129 

7,272 

65 

1,004 

6,996 

62 

Total  discount  stores 

2,540 

18,016 

180 

2,343 

17,233 

171 

Volume  Shoe 

934 

7,352 

2,210 

697 

6,355 

1,867 

Loehmann’s 

351 

1.306 

90 

322 

1,171 

81 

Total  specialty  stores 

1,285 

8,658 

2.300 

1,019 

7,526 

1,948 

Total  retail  operations 

$10,108 

76,013 

2,877 

$9,259 

74,327 

2,498 

•Total  department  stores  excludes  Joseph  Horne  Co.  and  Powers  Dry  Goods, 
which  were  sold  in  1986  and  1985,  respectively;  total  department  stores  number 
of  stores  excludes  Sycamore;  13  department  stores  were  closed  in  1986. 
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May  Centers.  Primarily  through  May  Centers,  Inc.,  a  wholly 
ow  ned  subsidiary,  the  company  is  one  of  the  leading  developers 
and  operators  of  shopping  centers  in  the  nation. 

Real  estate  operating  earnings  were  $29  million  in  1986, 
slightly  ahead  of  1985  results.  Rental  revenues  of  wholly 
owned  properties  were  $48  million  in  1986  compared  to 
$52  million  in  1985.  Rental  revenues,  including  100%  of 
those  attributable  to  affiliated  real  estate  partnerships,  were 
$176  million  in  1986  compared  to  $151  million  in  1985,  an 
increase  of  17%.  The  decline  in  rental  revenues  from  wholly 
owned  properties  is  a  result  of  the  sale  of  a  portion  of  the 
company’s  interest  in  Parklabrea  during  the  third  quarter. 

See  page  30  for  a  further  discussion  of  Parklabrea  transactions. 

At  year-end.  May  Centers  wholly  owned  and  operated  five 
shopping  centers;  had  a  partnership  interest  in  and  operated 
another  18;  and  had  partnership  interests  in  four  others.  The 
following  is  a  summary  of  the  properties  in  which  the  company 
has  an  interest: 


Shopping  Centers 
Wholly  Partner- 


(millions) 

Owned 

ships 

Parklabrea 

Total 

January  3 1 .  1987 

Properties,  at  cost 

$94 

$725 

$78 

$897 

Accumulated  depreciation 

(22) 

(121) 

(9) 

(152) 

Net  book  value  of 

properties 

Notes  payable  ( $572 

72 

604 

69 

745 

non-recourse) 

Other  assets,  net,  and 

(70) 

(560) 

— 

(630) 

minority  interests 

18 

(52) 

20 

(14) 

Equity  investment 

$20 

$  (8) 

$89 

$101 

Gross  leasable  retail 
square  feet  (thousands) 

1,642 

6,376 

8,018 

At  year-end  1986,  the  company  had  an  aggregate  interest  in  shopping  center 
partnerships  of  46%.  Notes  payable  included  $19  million  payable  to  the  parent  at 
January  31,  1987. 

May  Centers  continues  to  provide  significant  advantages 
to  the  company  as  it  creates  value  through  development 
and  management  of  quality  retail  facilities  which  enhance 
May’s  retail  businesses. 


May  Centers  opened  two  major  projects  during  1986- 
North  County  Fair  and  Ballston  Common.  North  County 
Fair,  a  1.3  million  square  foot  shopping  center  in  Escondido, 
Calif.,  opened  in  February  1986,  and  features  six  major 
retailers  as  co-anchors,  including  May  Co.,  California,  and 
J.  W.  Robinson’s.  Ballston  Common  is  a  1.1  million  square 
foot,  mixed-use  commercial  and  retail  urban  development  in 
Arlington,  Va.,  which  opened  in  October  1986,  and  features 
a  remodeled  Hecht’s  store.  May  Centers  has  a  partnership 
interest  in  and  manages  both  projects. 

In  1987,  May  Centers  expects  to  complete  a  major  renovation 
of  Enfield  Square,  in  Enfield,  Conn.,  and  a  major  expansion 
at  Mid  Rivers  Mall  in  St.  Peters,  Mo.,  just  west  of  metropolitan 
St.  Louis. 
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R 


Financial 

Condition 

Return  on  Equity.  The  principal  measure  we  use  in  evalu¬ 
ating  our  performance  is  return  on  beginning  shareholders' 
equity.  Our  objective  is  to  sustain  performance  which  places 
our  return  on  equity  in  the  top  quartile  of  the  retail  industry. 
This  has  historically  required  17.5%.  Our  return  on  equity 
in  1986  was  15.6%,  an  improvement  from  15.4%  in  1985.  We 
are  dedicated  to  improving  this  rate  to  top  quartile  performance 
through  application  of  the  principles  of  the  May  Mission. 

Capital  Structure.  Our  balance  sheet  continues  to  be  very 
strong.  Our  capital  structure  emphasizes  our  objectives  to 
generate  superior  shareholder  returns,  maintain  access  to 
capital  at  all  times,  and  minimize  the  cost  of  capital. 

Total  debt,  which  includes  long-  and  short-term  debt,  re¬ 
deemable  preferred  stock  and  the  capitalized  value  of  all  leases, 
including  operating  leases,  was  43%  of  capitalization  at  1986 
year-end  compared  to  44%  and  41%  in  1985  and  1984, 
respectively.  Capitalization  includes  debt,  noncurrent  deferred 
taxes  (except  those  relating  to  deferred  gross  profit  on  install¬ 
ment  method  sales;  see  Taxes  on  pages  25  and  26),  deferred 
ITC  and  shareholders’  equity.  Our  bonds  are  rated  AA—  by 
Standard  &  Poor’s  Corporation  and  AA-3  by  Moody’s 
Investors  Service,  Inc. 

Fixed  charge  coverage  was  2.9x  in  1986  compared  to  3.1x  and 
3.2x  in  1985  and  1984,  respectively.  Fixed  charges  are  defined 
to  include  gross  interest  expense,  total  rent  expense,  and  the 
pretax  equivalent  of  dividends  on  redeemable  preferred  stock. 
Our  debt-to-capitalization  ratio  and  fixed  charge  coverage 
are  consistent  with  our  capital  structure  objectives  and 
provide  us  with  considerable  flexibility  for  growth. 

Our  commercial  paper  is  rated  A-1+  and  P-1  by  Standard  & 
Poor’s  and  Moody’s,  respectively.  The  company’s  objective  is 
to  use  short-term  debt  only  to  finance  seasonal  requirements 
and  we  had  no  short-term  debt  outstanding  at  fiscal  year-end. 


Cash  Flow.  Cash  flow  was  $696  million  in  1986  compared 
to  $626  million  in  1985.  Cash  flow  was  6.7%  of  revenues  in 
1986  compared  to  6.6%  and  6.3%  in  1985  and  1984,  respectively. 
The  company’s  cash  flow  as  a  percent  of  revenues  is  one  of 
the  highest  in  the  retail  industry. 

Capita]  Expenditures.  Return  on  net  assets  is  the  principal 
measure  we  use  to  plan  and  evaluate  the  effectiveness  of 
capital  investments.  Increased  sales  per  square  foot  is  being 
emphasized  as  capital  is  invested  in  new  stores,  to  enhance 
the  performance  of  highly  successful  stores  through  remodels 
and  space  reallocations,  and  to  eliminate  excess  space  in 
unproductive  stores.  These  programs  have  significantly  im¬ 
proved  our  sales  productivity  as  indicated  in  the  following 
table  which  is  based  upon  average  building  area: 


Sales  Per  Square  Foot 

1986 

1985 

1984 

1983 

Department  stores 

$127 

$116 

$107 

$  % 

Discount  stores 

142 

138 

134 

131 

Specialty  stores 

159 

143 

135 

118 

Total  retail 

$134 

$124 

$115 

$104 

Capital  also  is  being  invested  to  aggressively  pursue  improve¬ 
ment  of  information  systems  and  more  efficient  operations 
in  sales  support  areas,  particularly  distribution,  data  pro¬ 
cessing,  energy  and  telecommunications. 

Capital  expenditures  in  1987  will  approximate  $600  million 
( including  about  $100  million  capital  value  of  new  operating 
leases )  and  are  planned  to  exceed  $3  billion  ( including  $600 
million  capital  value  of  new  operating  leases)  for  the  1986- 
1990  period.  Internal  cash  flow  will  be  used  to  finance  the 
majority  of  these  requirements.  The  company  has  a  shelf 
registration  statement  filed  with  the  Securities  and  Exchange 
Commission  which  would  enable  it  to  sell  up  to  $500  million 
in  additional  debt  securities. 

Dividends.  The  increase  in  the  annual  dividend  rate  to  $1.14 
from  $1.04  per  share,  first  payable  in  June  1987,  represents 
our  12th  consecutive  annual  dividend  increase  and  13th 
increase  during  that  period.  Dividends  paid  have  increased 
at  a  compounded  rate  of  12.6%  in  the  five-year  period  from 
1981  to  1986,  consistent  with  our  policy  of  increasing  divi¬ 
dends  at  a  rate  which  approximates  our  earnings  growth. 
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VI 


Responsibility 

and 

Auditors’  Report 

Report  of  Management.  Primary  responsibility  for  the  integ¬ 
rity  and  objectivity  of  the  financial  information  presented  in 
this  annual  report  rests  with  management  of  the  company.  The 
financial  statements  in  this  report  have  been  prepared  in  con¬ 
formity  with  generally  accepted  accounting  principles.  Where 
necessary  and  appropriate,  certain  estimates  and  judgments 
have  been  applied,  based  on  currently  available  information  and 
management's  view  of  current  conditions  and  circumstances. 
Management  uses  the  services  of  specialists  within  and  outside 
the  company  in  making  such  estimates  and  judgments. 

Management  maintains  a  system  of  accounting  and  controls 
to  provide  reasonable  assurance  that  assets  are  safeguarded 
against  loss  from  unauthorized  use  or  disposition  and  that 
accounting  records  provide  a  reliable  basis  for  the  prepara¬ 
tion  of  financial  statements.  The  system  of  controls  includes 
the  careful  selection  of  people,  a  division  of  responsibilities 
and  the  application  of  formal  policies  and  procedures  that  are 
consistent  with  high  standards  of  accounting  and  administra¬ 
tive  practices.  An  important  element  of  this  system  is  a  com¬ 
prehensive  internal  audit  program. 

Management  continually  reviews,  modifies  and  improves 
its  systems  of  accounting  and  controls  in  response  to  changes 
in  business  conditions  and  operations  and  to  recommendations 
in  the  reports  prepared  by  the  independent  public  accountants 
and  internal  auditors.  Management  believes  that  the  account¬ 
ing  and  control  systems  provide  reasonable  assurance  that 
assets  are  safeguarded  and  financial  information  is  reliable. 

Management  believes  that  it  is  essential  for  the  company  to 
conduct  its  business  affairs  in  accordance  with  the  highest 
ethical  standards  and  in  conformity  with  the  law. 

Audit  Committee  of  the  Board  of  Directors.  The  Board  of 
Directors,  through  the  activities  of  its  Audit  Committee,  parti¬ 
cipates  in  the  reporting  of  financial  information  by  the  company. 
The  committee  meets  regularly  with  management,  the  internal 
auditors  and  representatives  of  the  company's  independent 
public  accountants.  The  committee  met  three  times  during 
1986  and  reviewed  the  scope,  timing  and  fees  for  the  annual 
audit  and  the  results  of  audit  examinations  completed  by  the 
internal  auditors  and  independent  public  accountants,  including 
the  recommendations  to  improve  certain  internal  controls  and 
the  follow-up  reports  prepared  by  management.  Representatives 
of  the  independent  public  accountants  and  the  internal  auditors 
have  free  access  to  the  committee  and  the  Board  of  Directors 
and  attend  each  meeting  of  the  committee. 

The  members  of  the  Audit  Committee  are  Richard  R.  Shinn 
( chairman ),  Thomas  S.  Carroll,  Paul  Kolton,  Edward  H.  Meyer, 
Russell  E.  Palmer,  J.  S.  Webb  and  Murray  L.  Weidenbaum. 

The  Audit  Committee  reports  the  results  of  its  activities  to 
the  full  Board  of  Directors. 


Auditors’  Report. 

Arthuk  Andersen  <8c  Co. 

To  the  Board  of  Directors  and  Shareholders  of  The  May 
Department  Stores  Company: 

We  have  examined  the  consolidated  balance  sheet  of  The 
May  Department  Stores  Company  (a  New  York  corporation )  and 
subsidiaries  at  January  31.  1987,  and  February  1,  1986,  and 
the  related  consolidated  statements  of  earnings,  shareholders' 
equity  and  changes  in  financial  position  for  each  of  the  three 
fiscal  years  in  the  period  ended  January  31,  1987.  The  con¬ 
solidated  statements  give  retroactive  effect  to  the  merger  with 
Associated  Dry  Goods  Corporation  on  October  4,  1986,  which 
has  been  accounted  for  as  a  pooling-of-interests  as  described  on 
page  23  in  the  Notes  to  Consolidated  Financial  Statements. 

Our  examinations  were  made  in  accordance  with  generally 
accepted  auditing  standards  and,  accordingly,  included  such 
tests  of  the  accounting  records  and  such  other  auditing  pro¬ 
cedures  as  we  considered  necessary  in  the  circumstances. 

We  did  not  examine  the  consolidated  financial  statements 
as  of  February  1,  1986,  and  for  the  two  years  then  ended  of 
Associated  Dry  Goods  Corporation  included  in  the  consolidated 
financial  statements  of  The  May  Department  Stores  Company 
and  subsidiaries,  which  statements  reflect  total  assets  and 
revenues  constituting  39%  and  46%  as  of  February  1,  1986,  and 
for  the  year  then  ended,  of  the  respective  consolidated  totals, 
after  restatement  to  reflect  certain  adjustments  as  set  forth  on 
page  23.  These  financial  statements,  prior  to  those  adjustments, 
were  examined  by  other  auditors,  and  our  opinion  expressed 
herein,  insofar  as  it  relates  to  the  amounts  included  for 
Associated  Dry  Goods  Corporation,  prior  to  those  adjustments, 
is  based  solely  upon  the  report  of  the  other  auditors. 

In  our  opinion,  based  upon  our  examination  and  the  afore¬ 
mentioned  report  of  other  independent  accountants,  the 
consolidated  financial  statements  referred  to  above  present 
fairly  the  financial  position  ot  The  May  Department  Stores 
Company  and  subsidiaries  at  January  31,  1987,  and  February  1, 
1986,  and  the  results  of  their  operations  and  the  changes  in 
their  financial  position  for  each  of  the  three  fiscal  years  in  the 
period  ended  January  31,  1987,  after  giving  retroactive  effect 
to  the  merger  with  Associated  Dry  Goods  Corporation  as 
described  on  page  23,  in  conformity  with  generally  accepted 
accounting  principles  applied  on  a  consistent  basis. 

Arthur  xAndersen  &  Co. 

St.  Louis,  Mo., 

March  18, 1987. 
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I . 

Significant 

Accounting 

Policies 

Fiscal  Year.  The  company's  fiscal  year  ends  on  the  Saturday 
closest  to  January  31.  Fiscal  years  1986, 1985  and  1984  ended 
on  January  31,  1987,  February  1,  1986,  and  February  2, 1985, 
respectively.  Fiscal  years  1986  and  1985  included  52  weeks. 
Fiscal  year  1984  included  53  weeks. 

Basis  of  Reporting.  The  consolidated  financial  statements 
include  the  accounts  of  the  company  and  all  wholly  owned  sub¬ 
sidiaries  (“the  company”).  During  1986,  the  company  merged 
with  Associated  Dry  Goods  Corporation.  This  merger  has 
been  accounted  tor  as  a  pooling-of-interests  which  assumes 
the  combining  companies  have  been  merged  since  inception. 
Accordingly,  the  consolidated  financial  statements  of  the 
company  for  periods  prior  to  the  merger  have  been  restated 
to  reflect  the  operations  of  ADG.  See  Merger  on  page  23  for 
additional  information  on  the  merger. 

Certain  reclassifications  were  made  to  the  prior  years' 
amounts  to  conform  to  current  year  presentation. 

Marketable  Securities.  Marketable  securities  are  stated  at 
cost,  which  approximates  market. 

Sales  and  Accounts  Receivable.  Sales  include  revenues 
from  the  sale  of  merchandise  and  services,  finance  charge 
revenue  from  customer  accounts  receivable,  and  sales  of  leased 
and  licensed  departments.  Sales  are  net  of  returns  and  exclude 
sales  tax.  In  accordance  with  industry  practice,  installments 
maturing  in  more  than  one  year  on  deferred  payment  accounts 
receivable  have  been  included  in  current  assets. 


Merchandise  Inventories.  Merchandise  inventories  are 
valued  at  the  lower  of  cost  or  market  as  determined  primarily 
by  the  retail  method,  and  are  stated  on  the  LIFO  ( last-in, 
first-out )  cost  basis  for  department  stores  and  discount  stores 
(87%  of  the  company’s  consolidated  inventories  in  1986  and 
1985  ),  and  on  the  FIFO  {  first-in,  first-out )  cost  basis  for  all 
other  inventories. 

Earnings  Per  Share.  Earnings  per  share  are  computed  by 
dividing  net  earnings,  less  redeemable  preferred  dividends 
earned,  by  the  average  common  and  common  share  equiva¬ 
lents  outstanding  during  the  year.  The  shares  used  to  cal¬ 
culate  earnings  per  share  were  154.8,  156.0  and  155.8 
million  for  1986,  1985  and  1984,  respectively. 

Depreciation  and  Amortization.  Property  and  equipment 
are  depreciated  on  a  straight-line  basis  over  their  estimated 
useful  lives.  Investments  in  properties  under  capital  leases 
and  leasehold  improvements  are  amortized  over  the  shorter 
of  their  useful  lives  or  related  lease  terms. 

Excess  of  Cost  Over  Net  Assets  Acquired.  The  excess  of 
cost  over  net  assets  acquired  is  included  in  Other  Assets,  and 
amounts  arising  after  1970  are  amortized  using  the  straight- 
line  method  over  a  40-vear  period. 

Income  Taxes.  The  company  provides  income  taxes  cur¬ 
rently  for  all  items  included  in  the  consolidated  statement  of 
earnings  regardless  of  w  hen  such  taxes  are  payable.  Deferred 
taxes  arise  from  the  recognition  ol  revenue  and  expense  in 
different  periods  for  tax  and  financial  statement  purposes. 

See  Taxes  on  pages  25  and  26  for  discussion  of  The  Tax  Reform 
Act  of  1986  and  newr  proposed  accounting  standard. 

Preopening  Expenses.  Costs  associated  with  the  opening 
of  new  stores  are  expensed  during  the  year  incurred. 


Unrealized  Appreciation— Real  Estate  Partnership. 

Unrealized  Appreciation— Real  Estate  Partnership!  at  date  of 
formation )  relates  to  the  real  estate  and  debt  transferred  to  a 
partnership  in  1980,  and  represents  the  real  estate  apprecia¬ 
tion  and  favorable  interest  rates  on  the  mortgage  debt  associated 
with  the  50%  interest  retained  and  the  portion  of  the  partner¬ 
ship  debt  with  recourse  to  the  company. This  appreciation  is 
being  amortized  into  earnings  bv  the  company  over  the  lives 
of  the  related  assets,  the  maturities  of  the  related  debt,  or 
upon  disposition  of  the  partnership  assets.  The  amount  of 
this  amortization  was  S3  million  in  1986,  1985  and  1984. 
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onsolidated 

Statement 

(millions,  except  per  share) 

1986 

52  Weeks 

1985 

52  Weeks 

1984 
53  Weeks 

of  Earnings 

The  May 
Department 

Stores  Company 
and  Subsidiaries 

Nel  Retail  Sales  and  Rental  Revenues 

$10,376 

$9,542 

$8,835 

Cost  and  Expenses: 

Cost  of  merchandise  sold,  including  occupancy 
and  buying  costs 

Selling,  general  and  administrative 

7,533 

6,916 

6,393 

and  other  expenses 

2,048 

1,856 

1,715 

Interest  expense,  net 

127 

123 

114 

9,708 

8,895 

8,222 

Earnings  before  income  taxes 

668 

647 

613 

Provision  for  income  taxes 

287 

300 

286 

Net  Earnings 

$  381 

$  347 

$  327 

Net  Earnings  Per  Share 

$  2.44 

$  2.20 

$  2.10 

See  the  Summary  of  Significant  Accounting 

Policies  and  Notes  to  Consolidated  Financial 

Statements. 

onsolidated 

( millions ) 

January  31,  1987 

February  1,  1986 

1  tula  nee  Sheet 

The  May 
Department 

Stores  Company 
and  Subsidiaries 

Assets 

Current  Assets: 

Cash  ( including  marketable  securities  of  $347 
and  $123,  respectively  ) 

Accounts  receivable,  net 

Merchandise  inventories  (  net  of  accumulated 

LIFO  provision  of  $182  and  $192,  respectively ) 

Other  current  assets 

$  m 

1.591 

1.432 

33 

$  228 
1,645 

1.455 

43 

Total  Current  Assets 

3.525 

3.371 

Property  and  Equipment: 

231 

Land 

199 

Buildings  and  building  equipment 

1,875 

1,822 

Furniture,  fixtures  and  equipment 

1.365 

1,314 

Property  under  capital  leases 

238 

239 

3,677 

3,606 

Accumulated  depreciation 

(1.175) 

(1.188) 

2,502 

2,418 

Other  Assets 

182 

142 

Total  Assets 

$6,209 

$5,931 

Liabilities  ami  Shareholders"  Equity 

Current  Liabilities: 


Notes  payable 

$  - 

$  227 

Current  maturities  of  long-term  debt 

145 

52 

Accounts  payable 

838 

790 

Accrued  expenses 

544 

419 

Income  taxes 

1 7 

354 

Total  Current  Liabilities 

1.604 

1,842 

Long-term  Debt  and  Capitalized  Lease  Obligations 

1,136 

1,056 

Deferred  Income  Taxes 

471 

228 

Deferred  Investment  Tax  Credit 

62 

70 

Deferred  Compensation  and  Other  Liabilities 

167 

137 

Unrealized  Appreciation  — Real  Estate  Partnership 

71 

74 

Redeemable  Preferred  Stock 

103 

103 

Shareholders’  Equity: 

Convertible  preferred  stock 

— 

75 

Common  stock 

153 

122 

Additional  paid-in  capital 

179 

175 

Retained  earnings 

2,263 

2,049 

2,595 

2,421 

Total  Liabilities  and  Shareholders'  Equity 

$6,209 

$5,931 

See  the  Summary  of  Significant  Accounting 
Policies  amt  Notes  to  Consolidated  Financial 


I 

onsolidated 
Statement  of 
Changes  in 
Financial 
Position 
The  May 
Department 
Stores  Company 
and  Subsidiaries 


1986 

1985 

1984 

( millions) 

52  Weeks 

52  Weeks 

53  Weeks 

Cash  Provided: 

Net  earnings 

$381 

$347 

$327 

Expenses  not  requiring  the  outlay  of  cash: 

Depreciation  and  amortization 

263 

228 

201 

Deferred  income  taxes  ( noncurrent ),  employee 

benefits  and  ITC** 

57 

54 

34 

Earnings  of  affiliated  real  estate  partnerships 

(5) 

(3) 

(8) 

Cash  from  operations 

696 

626 

554 

Gish  Used: 

Capital  investments: 

Property  and  equipment  additions 

503 

469 

332 

Disposition  of  property  and  equipment 

(68) 

(21) 

(15) 

Working  capital,  excluding  cash,  marketable 

securities  and  short-term  debt* 

17 

113 

231 

Distributions  from  affiliated  real  estate  partnerships 

(7) 

(7) 

(19) 

Other 

33 

(13) 

6 

478 

541 

535 

Cash  provided  by  operating  transactions 

218 

85 

19 

Financing  Transactions: 

Issuance  of  long-term  debt  and  capitalized  lease 

obligations 

387 

202 

1 

Repayments  of  long-term  debt  and  capitalized 

lease  obligations 

(184) 

(64) 

(145) 

Increase  ( Decrease  )  in  notes  payable 

(227) 

(3) 

93 

Repurchase  of  common  stock 

(126) 

(55) 

(39) 

Common  stock  issued 

57 

34 

23 

Cash  provided  by  ( used  for)  financing  transactions 

(93) 

114 

(67) 

Other** 

254 

2 

53 

Dividend  Payments 

(138) 

(138) 

(119) 

Increase  (Decrease)  in  Cash  and  Marketable  Securities 

241 

63 

(114) 

Cash  and  Marketable  Securities,  Beginning  of  Year 

228 

165 

279 

Cash  and  Marketable  Securities,  End  of  Year 

$469 

$228 

$165 

*Comprised  of: 

Accounts  receivable,  net 

$(54) 

$  80 

$137 

Merchandise  inventories 

(23) 

126 

212 

Other  current  assets 

(10) 

(3) 

(34) 

Accounts  payable 

(48) 

(53) 

(43) 

Accrued  expenses 

(125) 

(33) 

(11) 

Income  taxes** 

277 

(4) 

(30) 

$  17 

$113 

$231 

See  the  Summary  of  Significant  Accounting  **Other  transactions  consist  primarily  of  the  noncurrent  portion  of  the  deferred  tax  liability 

Policies  and  Notes  to  Consolidated  Financial  relating  to  deferred  gross  profit  on  installment  method  sales  ( S212  million )  reclassified  in 

Statements.  1986  (see  Taxes  on  pages  25  and  26);  the  disposition  of  Powers  Dry  Goods  and  the  acquisition 

of  Parklabrea.  net,  in  1985;  and  the  sale  in  1984  of  Dillard's  notes  and  stock  received  in 
connection  with  the  sale  ofStix,  Baer  &  Fuller  in  1983. 
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onsolidated 
Statement  of 
Shareholders’ 
Equity 

The  May 
Department 
Stores  Company 
and  Subsidiaries 


Convertible 

Preferred 

( S  in  millions,  shares  in  thousands )  Stock 

Outstanding 
Common  Stock 

Shares  Dollars 

Additional 

Paid-In  Retained  ! 
Capital  Earnings 

Total 

Share¬ 

holders' 

Equity 

Balance  at  January  28,  1984 

$139 

42.002 

$  70 

$152 

$1,680 

$2,041 

Net  earnings 

— 

— 

— 

— 

327 

327 

Dividends  paid: 

Common  stock  I  $1.56%  per  share ) 

— 

— 

— 

— 

(106) 

(106) 

Preferred  stock 

— 

— 

— 

— 

(13) 

(13) 

Three-for-two  stock  split,  October  1984 

— 

14.364 

25 

— 

(25) 

— 

Common  stock  issued 

- 

599 

1 

22 

— 

23 

Repurchase  of  common  stock 

— 

1 775) 

(2) 

(37) 

— 

(39) 

Conversions  and  retirements  of  preferred  stock 

(1) 

29 

— 

1 

— 

— 

Balance  at  February  2,  1985 

138 

56,219 

94 

138 

1.863 

2,233 

Net  earnings 

— 

— 

— 

— 

347 

347 

Dividends  paid: 

Common  stock  ( $1.84  per  share ) 

— 

— 

— 

— 

(124) 

024) 

Preferred  stock 

— 

— 

— 

— 

(14) 

(14) 

Two-for-one  stock  split,  August  1985 

— 

13.346 

22 

(22) 

— 

— 

Common  stock  issued 

— 

923 

2 

32 

— 

34 

Repurchase  of  common  stock 

— 

1 1,036) 

(1) 

(31) 

(23) 

(55) 

Conversions  and  retirements  of  preferred  stock 

(63) 

3,374 

5 

58 

— 

— 

Balance  at  February  1,  1986 

75 

72,826 

122 

175 

2,049 

2,421 

Net  earnings 

— 

— 

— 

— 

381 

381 

Dividends  paid: 

Common  stock  ($1.01  V2  per  share) 

— 

— 

— 

— 

(131) 

(131) 

Preferred  stock 

— 

— 

— 

— 

(7) 

(7) 

Two-for-one  stock  split,  July  1986 

— 

74,966 

25 

— 

(25) 

— 

Common  stock  issued 

— 

1.454 

2 

55 

— 

57 

Repurchase  of  common  stock 

— 

( 2,500) 

(3) 

(103) 

(4) 

(110) 

Conversions  and  retirements  of  preferred  stock 

(75) 

6.112 

7 

68 

— 

— 

Retirement  of  common  stock 

— 

(284) 

— 

(16) 

— 

(16) 

Balance  at  January  31,  1987 

$  - 

152,574 

$153 

$179 

$2,263 

$2,595 

Outstanding  common  shares  exclude  shares  held  in  treasury.  Treasury  share  activity  for  the  last  th 

ree 

fiscal  years  is  summarized  below: 

1986 

1985 

1984 

Balance,  beginning  of  year 

1.738 

1.575 

938 

Stock  splits 

1,456 

50 

461 

Common  stock  issued: 

Contribution  to  Profit  Sharing  and  Savings  Plan 

(113) 

(159) 

042) 

Exercise  of  stock  options 

(1.047) 

(662) 

(339) 

Contribution  to  MAYSOP 

(69) 

(43) 

(52) 

Restricted  stock 

(160) 

(7) 

(35) 

Deferred  compensation 

(65) 

(52) 

(31) 

(1,454) 

(923) 

(599) 

Repurchase  of  common  stock 

2,500 

1,036 

775 

Balance,  end  of  year 

4,240 

1,738 

1,575 

See  the  Summary  of  Significant  Accounting  Share  information  above  reflects  stock  splits  prospectively  from  their  effective  date. 

Policies  and  Notes  to  Consolidated  Financial  Additionally,  all  stock  splits  occurred  prior  to  the  merger  and  therefore  share  impact 

Statements.  relates  to  numbers  of  shares  of  the  premerged  entities. 


The  effect  of  the  restatement  is  summarized  as  follows: 


N 


Consolidated 

Financial 

Statements 


Sales.  Sales  were  $10.3  billion  in  1986,  an  increase  of  9.7% 
over  sales  of  $9.4  billion  for  1985.  Sales  increases  by  business 
segment  for  1986  and  1985  were  as  follows: 


1986  vs.  1985 

1985  vs 

i.  1984 

Total 

Store- 

for- 

Total 

Store- 

for- 

Adjusted*  Actual 

Store 

Adjusted*  Actual 

Store 

Department  stores 

7.3% 

6.1% 

4.2% 

7.3% 

6.6% 

6.3% 

Caldor 

5.4 

5.4 

1.1 

7.7 

7.7 

2.9 

Venture 

13.8 

12.5 

8.8 

13.8 

13.8 

5.7 

Discount  stores 

9.0 

8.4 

4.4 

10.2 

10.2 

4.1 

Volume  Shoe 

34.1 

34.1 

14.3 

28.2 

28.2 

6.0 

Loehmann's 

9.0 

9.0 

2.2 

6.4 

6.4 

2.4 

Specialty  stores 

26.1 

26.1 

10.5 

20.4 

20.4 

4.7 

Total 

9.7% 

8.8% 

4.9% 

9.3% 

00 

CO 

5.6% 

Note:  Fiscal  1984  included  53  weeks.  Sales  comparisons  for  1984  are 
shown  above  on  a  52-week  basis  for  comparability. 

*Since  the  beginning  of  1985,  13  department  stores  and  one 
Venture  store  have  been  closed  which  were  not  replaced,  and 
two  department  store  divisions  I  22  stores)  have  been  sold. 
Sales  information  in  the  year  prior  to  closing  has  been 
adjusted  to  exclude  sales  for  the  comparable  closed  periods. 

Store-for-store  sales  represent  sales  of  those  stores  open  during 
both  years.  Total  sales  reflect  the  opening  of  12  department 
stores,  seven  Caldor  stores,  four  Venture  stores,  343  net  new 
Volume  Shoe  stores  and  12  Loehmanrfs  stores. 

Additional  information  by  business  segment  is  presented 
in  the  Six  Year  Summary  by  Business  Segment  on  pages  31 
through  33. 

Sales  include  finance  charge  revenue  and  leased  and 
licensed  department  sales  as  follows: 


1986 

1985 

1984 

( millions) 

52  Weeks 

52  Weeks 

53  Weeks 

Finance  charge  revenue 

$220 

$217 

$193 

leased  and  licensed  department  sales 

391 

392 

353 

Merger.  On  October  3,  1986,  shareholders  approved  the 
merger  of  the  company  with  Associated  Dry  Goods  Corporation 
(  ADG ),  whereby  each  share  of  ADG  common  stock  was 
exchanged  for  1.72  shares  of  the  company's  common  stock 
( 69.7  million  shares).  This  merger  has  been  accounted  for  as 
a  pooling-of-interests. 

Fhe  pooling-of-interests  method  requires  the  recognition 
of  merger- related  costs  in  the  period  the  merger  is  consum¬ 
mated.  During  the  third  quarter  of  1986,  the  company 
recorded  a  pretax  charge  for  merger-related  costs  of  $124 
million  ( 50$  per  share;  see  Unusual  Items  on  this  page ). 
Merger-related  costs  include  investment  banking  fees,  legal 
and  accounting  fees,  severance  and  benefit-related  costs, 
and  other  costs  of  consolidating. 


1  millions,  except  per  share) 

Net  Sales 
and 
Rental 
Revenues 

Net 

Earnings 

Net 

Earnings 

Per 

Share 

1986 

May  prior  to  merger 

Effect  of  ADG  pooling,  prior  to  merger 
Combined  subsequent  to  merger 

$  3,401 
2,829 
4,146 

8129 

17 

235 

$1.47 

(.55) 

1.52 

Combined 

$10,376 

$381 

$2.44 

1985 

May  as  previously  reported 

Effect  of  ADG  pooling 

$  5,080 
4.462 

$235 

112 

$2.69 

(.49) 

Combined 

$  9.542 

$347 

$2.20 

1984 

May  as  previously  reported 

Effect  of  ADG  pooling 

$  4.663 
4,172 

$214 

113 

$2.48 

(.38) 

Combined 

$  8,835 

$327 

$2.10 

In  connection  with  the  restatement,  a  number  of  adjustments 
were  made  to  conform  accounting  policies.  These  adjust¬ 
ments  consisted  of  consolidating  the  credit  subsidiary, 
classifying  finance  charge  revenues  as  sales,  reflecting  the 
deferred  method  of  accounting  for  ITC,  and  reflecting 
various  expenses  consistently. 

Unusual  Items.  The  company  completed  several  significant 
transactions  during  1986  which  were  of  an  unusual  nature.  The 
net  impact  of  all  such  transactions  was  not  material  to  the 
results  of  operations  for  1986.  Amounts  related  to  these  trans¬ 
actions,  which  are  included  in  selling,  general  and  administra¬ 
tive  and  other  expenses  in  the  consolidated  statement  of 
earnings,  are  summarized  below': 


(millions) 

Increase 

Pretax 

Earnings 
( Decrease ) 

After  Tax 

Per  Share 
Amounts 

Department  stores: 

Store  closings  and  department 

eliminations 

$145) 

$(22) 

$(.15) 

Combination  of  operating  companies 

(22) 

(ID 

(.07) 

Costs  of  correcting  inventory  excesses 

(20) 

(10) 

(.06) 

Sale  of  Hecht’s  F  Street  store 

37 

24 

.16 

Sale  of  Kaufmann's  McKnight  Road  store 

9 

6 

.04 

(41) 

(13) 

(.08) 

Discount  stores; 

Costs  of  correcting  inventory  excesses 

(30) 

(15) 

(.10) 

Real  estate: 

Sale  of  a  portion  of  Parklabrea 

104 

74 

.48 

Corporate: 

Merger-related  costs 

(124) 

(77) 

(-50) 

Debt  repurchase  transactions 

(22) 

(11) 

(.08) 

Sale  of  Joseph  Home  Co. 

71 

46 

.30 

(75) 

(42) 

(.28) 

Net  impact  of  unusual  items 

$(42) 

$  4 

$  .02 

See  the  following  notes  for  a  further  discussion  of  the  items  above:  Closings  and 
Combinations  —  page  30;  Inventory  Adjustments  —  page  30;  Dispositions  —  page  30: 
Parklabrea — page  30;  Short-term  Debt  and  Lines  of  Credit  — page  27;  and  Long¬ 
term  Debt  and  Lease  Obligations  —  pages  27  and  28. 

Prior  year  unusual  items  are  not  significant  either  individually 
or  in  total. 
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Coat  and  Expenses.  Cost  of  merchandise  sold,  including 
occupancy  and  buying  costs,  remained  relatively  constant 
at  72.6%  of  total  revenues  in  1986,  72.5%  in  1985  and  72.4% 
in  1984. 

During  1986,  the  company  completed  several  significant 
transactions  which  were  of  an  unusual  nature.  The  net  impact 
of  these  transactions  was  a  2C  per  share  improvement  to  net 
earnings.  See  Unusual  Items  on  page  23  for  a  summary  of 
these  items. 

Selling,  general  and  administrative  and  other  expenses, 
adjusted  in  1986  for  the  unusual  items,  as  a  percent  of  total 
revenues  were  19.4%  in  1986,  1985  and  1984.  Advertising 
and  sales  promotion  costs  were  $360,  $337  and  $317  million 
in  1986,  1985  and  1984,  respectively. 

Interest  Expense.  Net  interest  expense  increased  by  $4 
million  in  1986.  The  cost  of  new  long-term  debt  was  nearly 
offset  by  increased  income  resulting  from  higher  levels  of 
marketable  securities,  and  the  notes  received  in  connection 
with  the  sale  of  a  portion  of  Parklabrea  in  1986  and  the  relocated 
Hecht  s  store  during  1985.  Capitalized  interest  has  decreased 
from  the  prior  year  due  to  a  decline  in  interest  rates.  The  in¬ 
crease  in  1985  interest  expense  was  the  result  of  new  long-term 
debt  issued  and  the  reporting  of  Parklabrea  on  a  consolidated 
basis  beginning  in  1985.  Net  interest  expense  was  1.2%  of 
total  revenues  in  1986  versus  1.3%  in  1985  and  1984. 


{ millions) 

1966 

1985 

1984 

Interest  expense 

$166 

$152 

$140 

Interest  income 

(26) 

(14) 

1  18 

Capitalized  interest 

(13) 

(15) 

(8 

Net  interest  expense 

$127 

$123 

$114 

Net  Sales  {  billion* ) 


Sll 


Retirement  and  Profit  Sharing.  The  company  maintains 
seven  defined  benefit  pension  plans  which  cover  substantially 
all  employees  who  work  1,(XX)  hours  or  more  per  year  and 
have  attained  age  21,  except  specialty  store  employees  and 
certain  employees  of  Caldor.  The  plans  are  noncontributory 
and  provide  benefits  based  upon  years  of  service  and  compen¬ 
sation  during  employment.  Pension  expense  is  determined  by 
an  outside  actuarial  firm,  using  assumptions  to  estimate  the 
total  benefits  ultimately  payable  to  employees  and  then 
allocating  this  cost  to  service  periods. 

During  1986,  the  company  adopted  Statement  of  Financial 
Accounting  Standards  ( SFAS )  No.  87  which  requires  the 
use  of  the  unit  credit  actuarial  method  and  the  use  of  explicit 
assumptions  for  discount  rate,  return  on  plan  assets,  salary 
changes  and  amortization  period,  each  of  which  must  he 
reviewed  individually  on  an  annual  basis.  This  statement  re¬ 
quired  changes  to  the  company's  historical  actuarial  method 
and  assumptions,  which  reduced  1986  pension  expense  by 
$4  million  from  the  amount  which  it  would  have  been  with¬ 
out  the  changes. 

As  provided  by  SFAS  No.  87,  the  unrecognized  asset  or 
liability  at  initial  adoption  is  being  amortized  over  a  15  year 
period.  At  initial  adoption,  certain  plans  had  unrecognized 
assets  of  $18  million;  whereas  the  remaining  plans  had  un¬ 
recognized  liabilities  of  $31  million.  SFAS  No.  87  requires 
recording  of  a  minimum  liability  beginning  with  fiscal  1989 
if  the  accumulated  benefit  obligation  amount  exceeds  plan 
assets.  The  following  tables  summarize  the  funded  status  of 
the  plans,  components  of  pension  expense,  actuarial  assump¬ 
tions  and  definition  of  key  terms  under  SFAS  No.  87. 


Assets  Exceed 
Accumulated 
Benefits 

Accumulated 
Benefits 
Exceed  Assets 

1  millions) 

1986  1985 

1986 

1985 

Actuarial  Present  Value  of  Benefit  Obligations: 
Vested  benefit  obligation 

$  99  $  93 

$191 

$178 

Accumulated  benefit  obligation  (  ABO) 

$106  $1(X) 

$201 

$185 

Projected  benefit  obligation  (  PBO 1 

Plan  assets  at  fair  value 

$138  $128 

146  146 

$229 

194 

$211 

180 

Plan  assets  in  excess  of  ( less  than  |  PBO 

8  $  18 

(35) 

$(31 

Unrecognized  ( asset )  obligation 

Unrecognized  gain 

(16) 

1 

29 

3 

Accrued  pension  costs 

*  (7) 

$  (3) 

1  millions) 

1986 

1985 

1984 

Components  of  Pension  Expense: 

Service  cost 

Interest 

Actual  return  on  assets 

Net  amortization  and  deferral 

$17 

27 

(34) 

9 

Total 

$19 

$24 

$22 

24 


_ January  1, 1987  January  1. 1986 

Actuarial  Assumptions: 

Discount  rates 

Expected  returns  on  plan  assets 
Salary  increases 
Amortization  periods  ( years ) 

Definition  of  key  terms  under  SFAS  No.  87: 

ABO  is  the  actuarial  present  value  of  benefits  ( both  vested  and  non-vested ) 
attributed  by  the  pension  benefit  formula  to  prior  employee  service  based 
on  current  and  past  compensation  levels. 

PBO  is  the  actuarial  present  value  of  benefits  attributed  by  the  pension  benefit 
formula  to  prior  employee  service  taking  into  consideration  future  salary 
increases. 

Accrued  pension  costs  is  the  balance  sheet  accrued  expense  not  yet  paid  to  a  plan. 
Net  amortization  and  deferral  represents  the  net  effect  during  the  period  of 
delayed  recognition  provisions  of  SFAS  No.  87. 

The  company  maintains  five  profit  sharing  and  savings  plans. 
Certain  of  the  plans  permit  employees  to  elect  that  their 
contributions  be  made  prior  to  federal  and  certain  other 
income  taxes  pursuant  to  section  401(  k )  of  the  Internal 
Revenue  Code.  The  company  contribution  is  linked  to  earn¬ 
ings  as  defined  or  to  a  fixed  match  rate  of  employee  contri¬ 
butions,  depending  on  the  particular  plan.  The  company's 
expense  related  to  profit  sharing  and  savings  plans  was  $26, 
$23  and  $21  million  in  1986.  1985  and  1984,  respectively. 

The  company’s  total  expense  under  its  various  retirement 
and  profit  sharing  benefit  plans  was  $45,  $47,  and  $43  million 
in  1986,  1985  and  1984,  respectively. 

The  company  also  contributed  $3  million  in  each  of  the 
last  three  fiscal  years  to  its  employee  stock  ownership  plan 
(  MAYSOP),  for  which  the  company  receives  a  federal  income 
tax  credit  equal  to  its  annual  contribution.  This  contribu¬ 
tion  will  be  eliminated  in  1987  as  a  result  of  the  elimination 
ol  the  tax  credit. 

Another  important  element  in  the  retirement  programs  for 
employees  is  the  federal  social  security  system  into  which 
the  company  paid  $1 14  million  in  1986  as  its  matching  portion 
of  the  $114  million  contributed  by  employees. 

Ta  xes.  There  are  four  primary  areas  w  here  The  Tax  Reform 
Act  of  1986  (The  x^ct )  directly  affects  the  company. 

Statutory r  Tax  Rate.  The  Act  reduces  the  statutory  rate 
from  46%  in  1986  to  34%  effective  July  1,  1987.  This  change 
will  result  in  a  statutory  rate  of  39%  in  fiscal  1987  and  34% 
in  fiscal  1988  and  thereafter,  and  will  have  a  favorable  impact 
on  results  of  operations  in  future  periods. 

Investment  Tax  Credit  ( ITC).  The  Act  eliminates  ITC  for 
projects  placed  in  service  after  December  31,  1985,  unless  the 
assets  were  under  binding  contract  at  that  date.  The  company 
uses  the  ‘"deferred”  method  of  accounting  for  ITC,  whereby 
ITC  is  deferred  and  amortized  over  the  depreciable  life  of  the 
property.  At  January  31,  1987,  the  company  ’s  consolidated 
balance  sheet  has  $62  million  of  deferred  ITC  wdiich  will  be 
amortized  to  earnings  in  future  periods.  The  elimination  of 
ITC  lowered  1986  earnings  and  will  have  an  unfavorable 
impact  on  taxes  paid  beginning  in  fiscal  1986. 

Deferred  Gross  Profit.  The  Act  eliminates  the  deferral  of 
gross  profit  on  installment  method  sales  for  income  tax  pur¬ 
poses.  Under  The  Act,  deferrals  under  installment  method 


sales  will  be  ‘"frozen”  at  January  31.  1987,  and  taxes  will  be 
paid  on  the  income  over  a  four-year  period.  At  January  31, 1987, 
the  company’s  deferred  taxes  relating  to  deferred  gross  profit 
on  installment  method  sales  was  $249  million.  The  company 
has  classified  $212  million  of  this  amount  as  noncurrent;  in 
the  prior  year,  the  entire  balance  of  $266  million  was  classified 
as  current.  The  elimination  of  deferred  gross  profit  on  in¬ 
stallment  method  sales  will  have  an  unfavorable  impact  on 
taxes  paid  beginning  in  fiscal  1987.  However,  to  the  extent 
these  taxes  are  paid  in  periods  when  the  statutory  tax  rate  is 
less  than/greater  than  the  approximately  46%  rate  at  which 
the  deferred  taxes  were  provided,  the  variance  w  ill  increase/ 
decrease  shareholders’  equity. 

Inventory '  Capitalization  Requirements.  The  Act  requires 
that  the  company  capitalize  for  income  tax  purposes  certain 
buying,  distribution  and  administrative  costs  which  under 
prior  tax  rules  were  deducted  in  the  period  incurred.  This 
requirement  will  have  an  unfavorable  impact  on  taxes  paid 
beginning  in  fiscal  1987. 

Over  the  next  several  fiscal  years,  the  company  expects  the 
impact  on  the  net  cash  flow  from  changes  under  The  Act  will 
be  unfavorable,  although  not  material. 

Additionally,  the  Financial  xAccounting  Standards  Board 
has  issued  an  exposure  draft  of  a  new  accounting  standard 
that,  if  adopted,  could  significantly  change  the  accounting 
for  income  taxes.  Under  current  accounting  rules,  deferred 
taxes  previously  recorded  are  not  adjusted  when  changes 
in  tax  rates  occur.  The  proposed  rule  would  require  that 
previously  deferred  taxes  be  adjusted  for  changes  in  tax  rates. 
This  change,  if  and  when  adopted,  would  decrease/increase 
deferred  taxes  and  increase/decrease  shareholders’  equity  as 
shown  in  the  consolidated  financial  statements  w  hen  state¬ 
ments  are  presented  in  the  future  to  the  extent  that  statu¬ 
tory  tax  rates  are  less  than/greater  than  the  approximately 
46%  rate  at  which  the  deferred  taxes  have  been  provided. 


Net  Earnings  ( millions) 


8.0% 

8.5% 

8.3 

8.5 

6.0 

6.0 

14 

15 

25 


The  effective  income  tax  rate  for  1986  decreased  significantly 
from  1985  primarily  as  a  result  of  the  capital  gains  benefit 
associated  with  certain  of  the  unusual  items  summarized  on 
page  23.  The  differences  between  the  statutory  federal  income 
tax  rate  and  the  effective  income  tax  rates  lor  the  last  three 


fiscal  years  were  as  follows: 


1986 

1985 

1984 

Statutory  federal  income  tax  rate 

State  and  local  income  taxes,  net  id  federal 

46.0% 

46.0% 

46.0% 

tax  benefit 

3.6 

3.7 

3.7 

Capital  gains  benefit 

(6.2) 

(.4) 

(.2) 

Amortization  of  investment  tax  credit 

(2.0) 

1 2.2 1 

(2.1) 

( )t  her 

1.5 

(.7) 

(.7) 

Effective  income  tax  rate 

42:9% 

46.4% 

46.7% 

The  provision  for  income  taxes  and  related  percent  of  pretax 


earnings  for  the  last  three  fiscal 

years  were  as  follows 

1986 

1985 

1984 

1  millions) 

$ 

%i 

$  % 

$ 

% 

Taxes  currently  payable: 

Federal 

$200 

$230 

$223 

State  and  local 

52 

40 

39 

342 

51.1% 

270  41.7%, 

262 

42.8% 

Deferred  taxes: 

Federal 

(38) 

20 

18 

State  and  local 

(7) 

1 

3 

(45) 

(6.7) 

23  3.6 

21 

3.4 

Investment  tax  credit: 

Deferred 

4 

21 

16 

Amortized 

(14) 

(14) 

i  13) 

(10) 

(1.5) 

7  1.1 

3 

.5 

Total 

$287 

42.9°,, 

$300  46.4%, 

$286 

46.7% 

The  company’s  1986  provision  for  deferred  taxes  reflects 
certain  deterred  tax  benefits  related  to  the  unusual  items 
summarized  on  page  23. 


The  provision  for  deterred  income  taxes  consisted  ol: 


1  millions) 

1986 

1985 

1984 

Excess  of  tax  over  book  depreciation 

$  38 

$37 

$24 

Deferred  gross  profit  on  installment  method  sales 

(17) 

8 

21 

Deferred  compensation 

(13) 

(9) 

(10) 

Unusual  items  ( see  page  23  I 

(52) 

— 

— 

Other 

(1) 

(13) 

(14) 

Total 

$(45) 

$23 

$21 

Taxes  other  than  income  taxes  consisted  of: 


<  millions ) 

1986 

1985 

1984 

Payroll 

$147 

$140 

$133 

Heal  estate  and  personal  property 

69 

65 

60 

Other 

8 

9 

9 

Total 

$224 

$214 

$202 

Accounts  Receivable.  During  1986,  department  store  credit 
sales  (  under  department  store  credit  programs )  were  $4.1 
billion  or  62.0%  of  1986  department  store  sales  compared  with 
63.2uo  in  1985  and  62.8%  in  1984.  An  estimated  25  million 
customers  hold  credit  cards  under  the  company's  various 
credit  programs.  In  addition,  $1.2  billion  in  sales,  including 
sales  by  discount  and  specialty  stores,  were  made  through 
third  party  credit  cards  in  1986,  $94  million  of  which  were 
Venture  sales  through  one  of  the  department  store  credit 
cards. 


( millions ) 

January  31, 1987 

February  l.  1986 

Customer  receivables 

$1,517 

$1,584 

Other  receivables 

120 

109 

Cross  receivable** 

1.637 

1,693 

Allowance  for  doubtful  accounts 

(46) 

(48 

Net  receivables 

$1,591 

$1,645 

Bad  debt  expense,  including  actual  net  losses  and  adjust¬ 
ments  to  the  reserves,  wras  $46,  $50  and  $34  million  in  1986, 
1985  and  1984,  respectively. 


Other  Assets. 


Kariiing*  IVr  Share 

( millions  1 

January  31.  1987 

February  1, 1986 

$2.50 

Excess  of  co>t  over  net  assets  of 
purchased  businesses 

$  81 

$  83 

2.25 

Notes  receivable 

Ot  her 

59 

42 

24 

35 

2.00 

Total 

$182 

$142 

1.75 


1.50 


1.00 


2b 


Accrued  Expenses. 


I  millions) 


January  31,  1987 


February  1, 1986 


Salaries,  wages  and  employee  benefits 

$133 

$114 

Reserves  for  unusual  items  1  see  page  23 ) 

118 

— 

Taxes,  other  than  income  taxes 

79 

76 

Insurance  costs 

78 

66 

Interest  expense 

25 

19 

Rent 

19 

16 

Construction  costs 

18 

18 

Advertising 

14 

13 

Outstanding  trading  stamps 

5 

8 

Dividends  payable 

— 

14 

Other 

55 

75 

Total 

$544 

$419 

Short-Term  Debt  and  Lines  of  Credit.  Short-term 
borrowings  for  the  last  three  years  are  summarized  as  follows: 


1  millions) 

1986 

1985 

1984 

Average  balance  outstanding 

$233 

$309 

$291 

Average  interest  rate 

7.8% 

8.4% 

10.3% 

Maximum  balance  outstanding 

$340 

$463 

$427 

The  average  amount  of  short-term  borrowings  outstanding, 
primarily  commercial  paper,  and  the  respective  weighted 
average  interest  rates  are  based  on  the  number  of  days  such 
short-term  borrowings  were  outstanding  during  the  fiscal  year. 
At  February  1,  1986,  the  company  had  interest  rate  swap 
agreements  in  effect,  thus  establishing  fixed  interest  rates  on 
$125  million  of  short-term  borrowings.  In  the  fourth  quarter 
of  1986,  the  company  terminated  these  swap  arrangements 
at  a  cost  of  $8  million  (3^  per  share;  see  Unusual  Items 
on  page  23 ). 

The  company  has  multi-year  credit  agreements  amounting 
to  $750  million.  As  of  January  31,  1987.  there  were  no  amounts 
outstanding  under  these  agreements.  In  addition,  bank  lines 
of  credit  available  for  use  in  retail  operations  totaled  $40 
million  at  January  31,  1987,  for  which  the  company  pays 
commitment  fees.  These  credit  facilities  are  available  to  support 
commercial  paper  borrowings. 

The  company  also  has  $40  million  in  lines  of  credit  to 
support  its  real  estate  operations,  of  which  $5  million  were 
in  use  by  the  company’s  unconsolidated  affiliated  real  estate 
partnerships  at  January  31,  1987.  The  company,  through  its 
real  estate  operations,  is  also  guarantor  of  certain  debt  obliga¬ 
tions  of  affiliated  partnerships  and  companies.  The  amount  of 
guarantees  as  of  January  31,  1987,  was  $20  million. 

Long-Term  Debt  and  Lease  Obligations.  Long-term  debt 
and  capitalized  lease  obligations  at  the  end  of  each  year  wrere: 

(millions) 


January  31.  1987 


February  1, 1986 


3%  to  1444%  unsecured  notes,  serial 
zero  coupon  notes  and  sinking  fund 

debentures  due  1988-2016  S  817  $  677 

4*  2°<.  to  14%  mortgage  notes  and 

bonds  due  1988-2013  221  275 


Total  long-term  debt 
Capitalized  lease  obligations 


1,038 

98 


952 

104 


During  March  1986,  the  company  issued  $125  million  914% 
sinking  fund  debentures  due  in  2016  and  $100  million  8.85% 
debentures  due  in  2006.  During  December  1986,  the  company 
issued  $150  million  9Vs%  sinking  fund  debentures  due  in  2016. 
In  April  1985,  the  company  issued  $100  million  11%%  sinking 
fund  debentures  due  in  2015.  In  May  1985,  the  company 
issued  $100  million  10%%  notes  due  in  1995.  The  annual 
maturities  of  long-term  debt,  including  sinking  fund  require¬ 
ments,  are  $145,  $40,  $111,  $39  and  $23  million  for  1987 
through  1991,  respectively. 

During  1986,  the  company  retired  its  $100  million  11%% 
sinking  fund  debentures.  The  cost  of  this  early  retirement 
reduced  1986  fourth  quarter  earnings  by  $14  million  (5?  per 
share;  see  Unusual  Items  on  page  23).  Additionally,  the  com¬ 
pany  retired  $42  million  of  debt  early  in  connection  with 
the  sale  of  notes  received  in  the  Parklabrea  transaction,  and 
retired  $28  million  of  unsecured  notes  and  $8  million  of 
mortgage  debt. 

The  net  book  value  of  property  and  equipment  encumbered 
under  long-term  debt  agreements  was  $206  million  at  January 
31,  1987.  Under  the  most  restrictive  covenants  of  long-term 
debt  agreements,  $631  million  of  retained  earnings  at  January 
31,  1987,  was  restricted  as  to  the  payment  of  dividends.  The 
company  was  in  compliance  with  the  restrictive  covenants  of 
its  long-term  debt  agreements  at  January  31.  1987. 


Cash  Flow  I  millions  I 


$700 


6(H) 


5(H) 


400 


300 


200 


100 


Total 


$1,136 


$1,056 


I  Depreciation 
and  other 

I  Net  earnings 
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The  company  owns  over  60%  of  its  department  stores  and 
about  25%  of  its  discount  stores,  and  leases  most  of  its  spe¬ 
cialty  stores.  Approximately  66%  of  real  property  rent  expense 
was  attributable  to  discount  and  specialty  stores  in  1986. 

Rental  expense  for  the  company’s  operating  leases 
consisted  of: 


(  millions) 

1986 

1985 

1984 

Heal  property: 

Minimum  rentals 

$135 

$113 

$  94 

Contingent  rentals  based 
on  defined  sales  volume 

20 

18 

17 

155 

131 

111 

Equipment  rentals 

33 

34 

32 

Total 

$188 

$165 

$143 

Future  minimum  lease  payments  at  January  31,  1987,  were 
as  follows: 


Additional  lease  payments  based  on  defined  sales  volume 
for  the  above  capital  leases  were  &2  million  in  1986  and  $3 
million  in  1985  and  1984.  The  above  amounts  for  operating 
leases  are  net  of  immaterial  amounts  of  sublease  rental  revenues. 

The  investment  in  property  under  capital  leases  is  sum¬ 
marized  as  follows: 


<  millions ) 

January  31,  1987 

February  1,  1986 

Cost  l  primarily  retail  facilities) 

$238 

$239 

Accumulated  amortization 

(80) 

(72 

Total 

$158 

$167 

The  company  also  operates  five  wholly  owned  shopping  centers 
in  which  stores  and  other  properties  are  leased  entirely  or  in 
part  to  others.  The  net  book  value  of  shopping  center  properties 
leased  to  others  under  operating  leases  was  $59  million  as  of 
January  31,  1987. 


( millions) 

Capital 

Leases 

Operating 

Leases 

Total 

1987 

$  17 

$  145 

$  162 

1988 

17 

133 

150 

1989 

16 

119 

135 

1990 

16 

113 

129 

1991 

15 

106 

121 

After  1991 

146 

1,040 

1,186 

Minimum  lease  payments 

227 

$1,656 

$1,883 

Less  — executory  costs  included  in 

minimum  lease  payments 

(6) 

—  imputed  interest  component 

(117) 

Present  value  of  net  minimum  lease 
payments  of  which  $6  million  is 
included  in  current  liabilities 

$104 

The  company  estimates  the  present  value  of  future  minimum 
payments  on  operating  leases  to  be  $824  million. 


Net  Honk  Value  Per  Common  Share 


$18.00 


16.00 


Deferred  Compensation  and  Other  Liabilities. 


( millions  | 

January  31,  1987 

February  1,  1986 

Deferred  compensation 

$151 

$119 

Other  liabilities 

16 

18 

Total 

$167 

$137 

The  company  has  two  deferred  compensation  plans  under 
which  eligible  executives  may  elect  to  defer  a  portion  of  their 
compensation  each  year  into  cash  and/or  stock  unit  alterna¬ 
tives.  The  company  maintains  shares  in  treasury  necessary 
to  distribute  stock  units  credited  under  the  plans,  and  makes 
payments  in  shares  to  settle  obligations  with  most  participants 
who  defer  in  stock  units. 

Redeemable  Preferred  Stock.  In  March  1985,  May  issued 
five  million  shares  of  Series  X  Cumulative  Preference  Shares 
I  of  the  25  million  authorized  preference  shares )  with  a  stated 
value  of  $20  per  share  to  Metropolitan  Life  Insurance  Company 
in  connection  with  the  purchase  of  Metropolitan's  50%  interest 
in  Parklabrea.  ( See  Parklabrea  on  page  30. )  The  preferred 
shares  are  redeemable  from  1988  through  1992  in  five  $20 
million  annual  payments.  The  annual  dividends  range  between 
$3.5  and  $5.0  million  through  October  1,  1987,  and  are 
negotiable  thereafter.  The  holder  of  the  preferred  shares  may, 
at  its  option,  call  for  redemption  of  the  shares  after  30 
months  ( September  1987 ). 

In  addition  to  the  Series  X  Cumulative  Preference  Shares 
mentioned  above,  there  were  41,759  shares  of  redeemable 
preferred  stock  outstanding  at  January  31,  1987,  and  43,018 
at  February  1,  1986. 
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Convertible  Preferred  Slock.  On  August  29,  1986,  the 
company  redeemed  all  outstanding  shares  of  $4.75  cumulative 
convertible  Preferred  Stock,  Series  A,  par  value  $50  per  share. 
The  number  of  shares  of  preferred  stock  outstanding  was  1.5 
and  2.8  million  at  the  end  of  1985  and  1984,  respectively. 

Each  share  of  preferred  stock  was  convertible  into  approxi¬ 
mately  5.5  common  shares. 

Common  Stock.  On  June  20,  1986,  shareholders  approved 
an  increase  in  the  number  of  authorized  shares  of  common 
stock  from  100  to  200  million  and  a  decrease  in  the  par 
value  per  share  of  common  stock  from  $1.6624  to  $1.00. 

The  Board  of  Directors  declared  a  two-for-one  common  stock 
split  effective  July  21,  1986,  for  shareholders  of  record  as  of 
June  30,  1986.  All  share  and  per  share  information  has  been 
restated  to  reflect  the  common  stock  split.  Additionally,  on 
October  3,  1986,  shareholders  approved  an  increase  in 
authorized  shares  to  350  million  in  connection  with  the 
merger  ( see  Merger  on  page  23).  At  January  31,  1987,  156.8 
million  shares  were  issued  and  152.6  million  shares  wrere 
outstanding. 

The  company  has  a  Shareholder  Rights  Plan,  under  wrhich 
a  right  is  attached  to  each  share  of  the  company’s  common 
stock.  The  rights  may  only  become  exercisable  under  certain 
circumstances  involving  actual  or  potential  acquisitions  of 
the  company’s  common  stock  by  a  person  or  affiliated  persons. 
Depending  upon  the  circumstances,  if  the  rights  become  exer¬ 
cisable,  the  holder  may  be  entitled  to  purchase  units  of  the 
company’s  preference  stock,  shares  of  the  company’s  common 
stock,  or  shares  of  common  stock  of  the  acquiring  person. 

The  rights  will  remain  in  existence  until  March  3,  1996, 
unless  they  are  earlier  terminated,  exercised  or  redeemed. 

Common  Stock  Dividends  and  Market  Prices.  The  com¬ 
pany  raised  its  annual  dividend  rate,  effective  with  the  pay¬ 
ment  on  June  15,  1987,  to  $1.14  per  share  or  28^?  quarterly, 
a  10%  increase  and  the  13th  increase  in  12  years.  The 
company  has  paid  consecutive  quarterly  dividends  since 
December  1,  1911. 

The  quarterly  price  ranges  of  the  common  stock  and 
dividends  per  share  in  fiscal  1986  and  1985  w^ere: 


1986 

1985 

Quarter 

Market  Prices 

High  Low 

Dividends 

Per  Share 

Market  Prices 

High  Low 

Dividends 
Per  Share 

First 

$40 

131% 

S  .231/2 

$24% 

$21 

$.21^2 

Second 

44^ 

34% 

.26 

297/,6 

237,6 

.2372 

Third 

39*, 

32  W 

.26 

301/4 

24ii/l6 

•2372 

Fourth 

42% 

34% 

.26 

321/2 

287,6 

.2372 

Year 

$31% 

$1,011/2 

$321/2 

$21 

$.92 

The  approximate  number  of  common  shareholders  as  of 
March  1,  1987,  was  44,800. 


Stock  Option  and  Stock  Related  Plans.  Under  the 
company’s  common  stock  option  plans,  options  are  granted  at 
the  market  price  on  the  date  of  grant.  Options  to  purchase 
may  extend  for  a  period  of  five  years  or  10  years,  may  be 
exercised  in  installments  only  after  stated  intervals  of  time, 
and  are  conditioned  upon  continued  active  employment  with 
the  company  except  for  periods  following  retirement,  dis¬ 
ability  or  death.  Since  the  option  price  is  fixed  at  the  market 
price  on  the  date  of  grant,  no  expense  is  charged  against 
earnings  by  the  company.  The  changes  in  shares  subject  to  out¬ 
standing  options  were  as  follows: 


1986 

1985 

(shares  in  thousands) 

Shares 

Grant 

Prices 

Shares 

Grant 

Prices 

Outstanding  at  beginning  of  year 

7.199 

$  7-29 

6.964 

$  7-20 

Granted 

1.562 

33-38 

2,669 

24-29 

Exercised 

(1,696) 

7-29 

(1,393) 

7-20 

Cancelled  or  expired 

( 1,560) 

7-38 

(1,041) 

7-24 

Outstanding  at  end  of  year 

5,505 

$  7-38 

7,199 

$  7-29 

Exercisable  at  end  of  year 

2,160 

$  7-29 

2,837 

$  7-20 

Shares  available  for  additional  grants 

686 

3,299 

The  company  also  has  a  plan  under  w  hich  stock  appreciation 
rights  can  be  granted  in  connection  with  common  stock 
options.  As  of  January  31,  1987,  one  million  options  were 
subject  to  stock  appreciation  rights. 

Under  the  1979  Restricted  Stock  Plan,  the  company  is 
authorized  to  grant  a  maximum  of  1.2  million  shares  to  manage¬ 
ment  employees.  No  monetary  consideration  is  paid  by 
employees  receiving  restricted  stock.  During  1986  and  1985, 
285,950  and  14,126  shares  of  restricted  stock  wrere  granted, 
respectively. 


Dividends  Paid  Per  Common  Share  (Year-End  Kate} 


29 


Parklabrea.  In  March  1985,  the  company  purchased 
Metropolitan  Life  Insurance  Company’s  50%  interest  in  its 
Parklabrea  real  estate  partnership  for  $10  million  in  cash 
and  $1(X)  million  in  redeemable  preferred  stock.  May  Centers 
and  Metropolitan  were  equal  jwrtners  in  Parklabrea  Assix*iates. 
Parklabrea  is  a  178-acre  commercial  and  residential  develop¬ 
ment  which  includes  a  May  Co.,  California,  department  store. 
Financial  information  subsequent  to  1984  reflects  Parklabrea 
on  a  consolidated  basis.  The  primary  impact  of  this  trans¬ 
action  at  date  of  acquisition  was  to  increase  property  and 
equipment  and  long-term  debt  by  $159  million  and  $42 
million,  respectively. 

In  the  third  quarter  of  1986,  the  company  sold  a  portion 
of  Parklabrea  for  $201  million;  $15  million  in  cash  and 
$186  million  in  twelve  year  notes,  $15  million  of  which  are 
supported  by  an  irrevocable  letter  of  credit.  This  transaction, 
net  of  transaction  costs,  resulted  in  a  pretax  gain  of  $104 
million  ( 48?  per  share;  see  Unusual  Items  on  page  23 ). 

The  company  is  also  entitled  to  limited  participation  in 
future  cash  flow  increases  and  appreciation  of  the  property 
as  long  as  the  notes  remain  outstanding.  In  the  fourth 
quarter,  the  company  sold  $165  million  of  the  notes  received 
and  is  contingently  liable  for  $42  million  of  the  purchaser’s 
debt  in  the  event  of  default  I  which  may  be  reduced  under 
certain  circumstances ). 
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Dispositions.  In  connection  with  the  merger  with  ADG, 
the  company  agreed  to  divest  the  Joseph  Horne  Co.  division 
(‘"Horne’s”).  In  the  1986  fourth  quarter,  the  company  sold 
Horne’s  to  a  group  which  included  members  of  Horne  s  manage¬ 
ment.  This  transaction  resulted  in  a  pretax  gain,  net  of 
transaction  costs,  of  $71  million  1 30?  per  share;  see  Unusual 
Items  on  page  23 ). 

In  the  1985  fourth  quarter,  subsequent  to  the  opening  of 
Hecht’s  new  Metro  Center  store  in  Washington,  D.C.,  the 
company  sold  its  former  downtown  location.  The  first  of  nine 
installments  was  received  in  1985  resulting  in  a  pretax  gain 
of  $6  million  ( 3?  i>er  share).  The  second  installment  was 
received  in  the  1986  first  quarter  resulting  in  a  pretax  gain 
of  $5  million  ( 2?  per  share;  see  Unusual  Items  on  page  23). 

In  the  third  quarter  of  1986,  the  company  sold  the  remain¬ 
ing  notes,  resulting  in  a  pretax  gain  of  $32  million  (  14? 
per  share;  see  Unusual  Items  on  page  23). 

In  the  third  quarter  of  1986,  the  company  sold  a  free¬ 
standing  Kaufmanns  store,  following  the  opening  of  a  near¬ 
by  mall  store  in  Pittsburgh,  Pa.,  which  resulted  in  a  pretax 
gain  of  $9  million  (4?  per  share;  see  Unusual  Items  on 
page  23 ). 

In  the  third  quarter  of  1984,  the  company  recorded  a  pretax 
gain  of  $9  million  ( 3?  per  share )  resulting  from  the  sale  of 
Dillard’s  stock  received  in  connection  with  the  sale  of  Stix, 
Baer  &  Fuller  in  1983. 

Closings  ami  Combinations.  The  company  recorded  a  pre¬ 
tax  charge  of  $  M)  million  1 13?  per  share;  see  Unusual  Items 
on  page  23)  in  the  1986  fourth  quarter  for  estimated  costs 
of  closing  low-  productivity  store  locations  and  selective 
department  eliminations  at  various  department  store  divis¬ 
ions,  and  a  pretax  charge  of  $22  million  ( 7?  per  share;  see 
Unusual  Items  on  page  23 )  for  estimated  costs  of  combining 
its  Denver  operating  divisions.  During  1986,  the  company 
completed  the  combination  of  its  Stewart  Dry  Goods  division 
into  the  L.S.  Ayres  division.  A  pretax  charge  of  $3  million 
<  1  ?  |xt  share )  relating  to  this  combination  was  recorded  in  1985. 

The  company  recorded  pretax  charges  of  $6  million  ( 2?  per 
share )  in  the  1985  fourth  quarter  for  costs  of  combining  its 
Strouss  and  Kaufmann’s  divisions.  The  company  recorded  a 
pretax  charge  of  $5  million  (2?  per  share;  see  Unusual 
Items  on  page  23  )  in  the  1986  first  quarter  for  the  costs  of 
closing  its  Kaufmann’s  department  stores  in  downtown 
Youngstow  n.  Ohio,  and  Newr  Castle,  Pa. 

The  company  recorded  a  pretax  charge  of  $3  million 
(  1?  per  share)  in  1984  for  the  consolidation  and  relocation 
of  Venture’s  apparel  buying  offices. 

Inventory  Adjustments.  During  the  third  quarter  of  1986, 
the  company  recorded  a  pretax  charge  of  $50  million  ( 16?  per 
share;  see  Unusual  Items  on  page  23)  to  reflect  anticipated 
costs  of  correcting  inventory  excesses  at  certain  depart¬ 
ment  store  divisions  and  Caldor. 


Quarterly  Results  ( unaudited ).  Quarterly  results  are  deter¬ 
mined  in  accordance  with  the  same  accounting  policies  used 
for  annual  information,  including  certain  items  based  upon 
estimates  for  the  entire  year. 

Summarized  quarterly  results  of  operations  for  the  last  three 
fiscal  years  are  shown  below.  The  net  impact  of  unusual  items 
in  any  quarter  was  not  significant. 


1  millions,  except  per  share) 

Cost  of 

Net 

Net 

Merchan¬ 

Earnings 

Retail 

dise 

Net 

Per 

Quarter 

Sales 

Sold 

Earnings 

Share 

1986 

First 

S  2,189 

31,609 

$  46 

$  .29 

Second 

2,284 

1,707 

48 

.30 

Third 

2.494 

1,835 

74 

.47 

Fourth 

3,361 

2,382 

213 

1.38 

Year 

$10,328 

87,533 

$381 

*2.44 

1985 

First 

$  2,024 

$1,497 

$  42 

$  .27 

Second 

2,100 

1,564 

51 

.32 

Third 

2,263 

1,665 

59 

.37 

Fourth 

3.103 

2,190 

195 

1.24 

Year 

$  9,490 

$6,916 

$347 

$2.20 

1984  (53  Weeks) 

First 

$  1,773 

$1,314 

$  32 

$  .21 

Second 

1,953 

1.439 

55 

.35 

Third 

2,074 

1.529 

55 

.35 

Fourth 

3,017 

2,111 

185 

1.19 

Year 

$  8,817 

36,393 

S327 

$2.10 

In  the  fourth  quarter  of  each  of  the  last  three 

years,  the 

company  recorded  LIFO  credits  of  $8  million  ( 2?  per  share ), 
$9  million  (3?  per  share)  and  $21  million  (7$  per  share), 
respectively,  due  to  uncertainty  in  the  factors  used  to  estimate 
the  annual  LIFO  provision  on  an  interim  basis.  The  following 
unaudited  supplementary  information  indicates  the  pro  forma 
impact  of  LIFO  had  the  final  factors  been  known  at  the  time 
the  quarterly  estimates  were  recorded. 


1986 

1985 

1984 

Pro 

As 

Pro 

As 

Pro 

As 

Quarter 

forma 

Reported 

forma 

Reported 

forma 

Reported 

First 

$  - 

8.01 

3  - 

$.02 

$  - 

1  .02 

Second 

— 

.01 

— 

.02 

(.01) 

.01 

Third 

— 

.01 

- 

— 

(.01) 

.01 

Fourth 

.01 

(.02) 

.01 

(.03) 

(.01) 

(.07) 

Year 

$.01 

$.01 

$.01 

$.01 

$1.03) 

$(.03) 

Notes  to  Business  Segment  Summary  .  Operating  earnings 
represent  LIFO  earnings  before  federal  and  state  income  taxes, 
net  interest  expense  and  corporate  expense.  Corporate 
expense  includes  accounting,  tax,  legal,  planning  and  other 
corporate  functions. 

Operating  earnings  for  1986  exclude  certain  unusual  items 
summarized  on  page  23,  so  that  this  presentation  is  repre¬ 
sentative  of  the  results  of  operations.  Additionally,  Caldor 


and  Loehmann’s  total  assets  exclude  excess  of  cost  over  net 
assets  acquired  and  values  assigned  to  favorable  leases  resulting 
from  their  1981  and  1983  acquisitions,  respectively,  and  their 
operating  earnings  exclude  the  related  amortization.  Had 
these  amounts  and  the  unusual  items  been  included  in  the 
operating  segments,  amounts  would  be  as  follows: 


( millions ) 

1986 

1985 

1984 

1983 

1982 

1981 

Operating  Earnings: 

Department  stores 

$  554 

$564 

$574 

$531 

$438 

$403 

Caldor 

40 

86 

71 

78 

58 

41 

Loehmann’s 

12 

13 

4 

N/A 

N/A 

Real  estate 

133 

29 

19 

17 

14 

6 

Corporate  Expense 

3(162) 

Sl  77) 

3(71) 

3(70) 

3(57) 

3(42] 

Total  Assets: 

Caldor 

$  644 

$667 

$650 

$602 

$539 

$516 

Loehmann’s 

136 

144 

144 

148 

N/A 

N  A 

Corporate 

555 

278 

218 

411 

249 

142 

Real  estate  amounts  reflect  Parklabrea  on  a  consolidated 
basis  as  of  the  beginning  of  fiscal  year  1985  as  a  result  of 
the  company's  purchase  of  Metropolitan  Life  Insurance 
Company’s  50%  interest  in  Parklabrea.  Operating  earnings 
do  not  reflect  interest  expense  on  debt  related  to  Parklabrea 
nor  the  preferred  dividend  requirements  associated  with 
the  shares  issued  upon  purchase.  Capital  expenditures  for 
1985  also  exclude  $142  million  related  to  the  purchase  of 
Parklabrea  (  see  Parklabrea  on  page  30 ). 

The  company  has  up  to  a  50%  ownership  interest  in  its 
real  estate  partnerships.  In  accordance  with  generally  accepted 
accounting  principles,  the  investment  in  these  properties  is 
accounted  lor  by  the  equity  method  and,  as  a  result,  partner¬ 
ship  rental  revenues  are  not  included  in  reported  rental 
revenues.  Real  estate  rental  revenues,  including  100%  of 
amounts  attributable  to  partnerships,  w'ere  $176,  $151,  $132, 
$119,  $107  and  $93  million  in  the  six  years  ended  in  1986. 
respectively.  The  company's  share  of  the  earnings  of its  partner¬ 
ships  is  included  in  real  estate  operating  earnings.  The  assets 
identified  with  real  estate  operations  include  investments  in 
and  advances  to  affiliated  real  estate  partnerships. 

Corporate  assets  consist  principally  of  cash,  marketable 
securities  and,  in  1983,  the  Dillard's  stock  received  in  connec¬ 
tion  with  the  sale  of  Stix,  Baer  &  Fuller. 

Net  assets  represent  total  assets,  plus  present  value  of 
operating  leases,  minus  current  liabilities,  excluding  current 
portion  of  long-term  debt  and  capitalized  lease  obligations. 

Return  on  beginning  net  assets  represents  operating 
earnings,  plus  the  interest  component  of  operating  leases, 
divided  by  net  assets  at  the  beginning  of  the  year. 
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I. 

Summary 

hv  lillHill(kS8 

Segment 


1  millions) 

1986 

1985 

1984 

1983 

1982 

1981 

Revenues 

Department  stores 

$  6,503 

$6,128 

$5,749 

$5,390 

$4,893 

$4,650 

Caldor 

1.411 

1,339 

1.244 

1,101 

925 

592 

Venture 

1,129 

1.004 

882 

749 

640 

575 

Discount  stores 

2,540 

2,343 

2.126 

1.850 

1,565 

1.167 

Volume  Shoe 

934 

697 

543 

425 

312 

263 

Loehmann’s 

351 

322 

303 

187 

N/A 

N/A 

Specialty  stores 

1,285 

1,019 

846 

612 

312 

263 

Heal  estate 

48 

52 

18 

18 

17 

12 

Total 

$10,376 

$9,542 

$8,739 

$7,870 

$6,787 

$6,092 

Operating  Earnings 

Department  stores 

$  595 

$  564 

$  574 

$  531 

$  438 

$  403 

Caldor 

75 

90 

75 

82 

62 

44 

Venture 

80 

58 

50 

44 

30 

17 

Discount  stores 

155 

148 

125 

126 

92 

61 

Volume  Shoe 

138 

97 

.  . 

59 

40 

32 

Loehmann’s 

16 

17 

11 

6 

N/A 

N/A 

Specialty  stores 

154 

114 

88 

65 

40 

32 

Real  estate 

29 

29 

19 

17 

14 

6 

Total 

933 

855 

806 

739 

584 

502 

Corporate  expense 

196) 

(85) 

(79) 

(76) 

(61) 

(45) 

Interest  expense,  net 

(127) 

(123) 

(114) 

(108) 

(118) 

(96) 

Unusual  items 

(42) 

— 

— 

— 

— 

— 

Earnings  before  income  taxes 

$  668 

$  (>47 

$  613 

S  555 

$  405 

$  361 

Operating  Earnings  as  %  of  Sales 
Department  stores 

9.1% 

9.2% 

10.0% 

9.8% 

8.9% 

8.7°-i 

Caldor 

5.3 

6.7 

6.0 

7.5 

6.7 

7.4 

Venture 

7.1 

5.8 

5.6 

5.8 

1.7 

2.9 

Discount  stores 

6.1 

6.3 

5.9 

6.8 

5.9 

5.2 

Volume  Shoe 

14.8 

14.0 

14.3 

13.8 

13.0 

12.2 

Loehmann's 

4.5 

5.2 

3.5 

3.4 

N/A 

N/A 

Specialty  stores 

12.0 

11.2 

10.4 

10.7 

13.0 

12.2 

Total  Assets 

Department  stores 

$  3.865 

$3,863 

$3,533 

$3,227 

$3,107 

$2,981 

Caldor 

533 

552 

530 

4  i  7 

410 

383 

Ventu  re 

492 

446 

400 

341 

293 

268 

Discount  stores 

1.025 

>)98 

930 

818 

703 

651 

Volume  Shoe 

331 

279 

246 

183 

180 

155 

Loehmann's 

55 

59 

55 

55 

N/A 

N/A 

Specialty  stores 

386 

338 

301 

238 

180 

155 

Real  estate 

186 

254 

99 

110 

122 

135 

Corporate 

747 

478 

427 

629 

378 

275 

Total 

$  6.209 

$5,931 

$5,290 

$5,022 

$4,490 

$4,197 

See  Note*  to  Business  Segment  Summary  Sales  for  ll>84  are  shown  above  on  a  52-week  basis  for  comparability, 

on  page  31. 
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Summary 
by  Business 
Segment 
Continued 


(millions) 

1986 

1985 

1984 

1983 

1982 

1981 

Net  Assets 

Department  stores 

$3,236 

$3,020 

$2,765 

$2,484 

$2,502 

$2,437 

Caldor 

503 

515 

460 

382 

323 

318 

Venture 

401 

371 

321 

271 

241 

221 

Discount  stores 

904 

886 

781 

653 

564 

539 

Volume  Shoe 

529 

430 

352 

266 

249 

202 

N/A 

Loehmann’s 

55 

51 

47 

53 

N/A 

Specialty  stores 

584 

481 

399 

319 

249 

202 

Real  estate 

172 

238 

90 

102 

114 

127 

Corporate 

678 

444 

381 

610 

376 

257 

Total 

$5,574 

$5,069 

$4,416 

$4,168 

$3,805 

$3,562 

Return  on  Beginning  Net  Assets 
Department  stores 

20.5% 

21.3% 

24.1% 

22.2% 

19.0% 

1 9.0". 

Caldor 

18.8 

23.8 

23.9 

29.3 

21.9 

N/A 

Venture 

23.5 

20.1 

19.4 

19.0 

14.4 

8.6 

Discount  stores 

20.8 

22.3 

22.0 

24.9 

18.8 

8.6 

Volume  Shoe 

38.0 

33.1 

33.1 

26.6 

22.9 

21.7 

Loehmann's 

35.8 

39.9 

23.5 

N/A 

N/A 

N/A 

Specialty  stores 

37.8 

33.9 

31.5 

26.6 

22.9 

21.7 

Total 

17.4% 

19.0% 

18.8% 

18.5% 

15.9% 

15.2% 

Capital  Expenditures 

Department  stores 

$  338 

$  341 

$  190 

$  142 

$  163 

$  154 

Caldor 

31 

19 

26 

49 

16 

24 

Venture 

37 

50 

40 

34 

19 

14 

Discount  stores 

68 

69 

66 

83 

35 

38 

Volume  Shoe 

61 

42 

54 

35 

36 

21 

Loehmann’s 

3 

3 

2 

2 

N/A 

N/A 

Specialty  stores 

64 

45 

56 

37 

36 

21 

Real  estate 

4 

i 

3 

3 

8 

26 

Corporate 

29 

i 

17 

16 

3 

3 

Total 

$  503 

$  469 

$  332 

$  281 

$  245 

$  242 

Depreciation  and  Amortization 
Department  stores 

$  147 

$  131 

$  121 

$  119 

$  111 

$  106 

Caldor 

25 

21 

18 

15 

12 

i 

Venture 

23 

21 

18 

15 

13 

12 

Discount  stores 

48 

42 

36 

30 

25 

19 

Volume  Shoe 

21 

17 

12 

9 

4 

6 

Loehmann’s 

2 

2 

1 

1 

N/A 

N/A 

Specialty  stores 

23 

19 

13 

10 

7 

6 

Real  estate 

8 

7 

3 

4 

3 

2 

Corporate 

37 

29 

28 

23 

17 

5 

Total 

$  263 

$  228 

$  201 

$  186 

$  163 

$  138 

LIFO  Provision  (Credit) 

Department  stores 

$  4 

$  2 

$  (5) 

$  7 

$  9 

$  12 

Discount  stores 

(2) 

— 

(5) 

(2) 

— 

3 

Total 

$  2 

$  2 

$  (10) 

$  5 

$  9 

$  15 

See  Notes  to  Business  Segment  Summary 
on  page  31 . 
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leveil 

Year 

Summary 

The  Maj 
Department 
Stores  Company 
and  Subsidiaries 


(  millions,  except  per  share ) 

1986 

1985 

1984 

Operations 

Net  retail  sales  and  rental  revenues 

$10,376 

$9,542 

$8,835 

Cost  of  merchandise  sold,  including  occupancy  and  buying  costs 

7,533 

6.916 

6,393 

Selling,  general  and  administrative  and  other  expenses 

2.048 

1,856 

1,715 

Interest  expense,  net 

127 

123 

114 

Earnings  before  income  taxes 

668 

64 1 

613 

Income  taxes 

287 

300 

286 

Net  earnings 

381 

347 

327 

Dividends  on  common  stock 

131 

124 

106 

Capital  expenditures 

503 

469 

332 

Depreciation  and  amortization 

263 

228 

201 

Cash  flow  from  operations 

696 

626 

554 

Per  Share 

Net  earnings 

$  2.44 

$  2.20 

$  2.10 

Dividends  paid 

1.02 

.92 

.78 

Effective  annual  dividend  rate  at  year-end 

1.04 

.94 

.86 

Shareholders’  equity 

17.01 

15.73 

14.50 

Market  price— high 

44.13 

32.50 

24.19 

—  low' 

31.88 

21.00 

15.04 

Financial  Position 

Customer  accounts  receivable 

$  1,517 

$1,584 

$1,516 

Merchandise  inventories 

1.432 

1,455 

1.329 

Working  capital 

1.921 

1.529 

1,354 

Property  and  equipment,  net 

2.502 

2,418 

2.039 

Long-term  debt,  capitalized  lease  obligations 

and  redeemable  preferred  stock 

1,239 

1,159 

870 

Shareholders’  equity 

2,595 

2,421 

2,233 

Total  assets 

6.209 

5,931 

5,290 

Statistics 

Percent  of  revenues: 

Net  earnings 

3.7% 

3.6% 

3.7% 

Cash  llowr  from  operations 

6.7 

6.6 

6.3 

Return  on  shareholders’  beginning  equity 

15.6 

15.4 

16.0 

Stores  and  Shopping  Centers  Open  at  Year-End 

Department  stores* 

286 

301 

303 

Caldor 

115 

109 

103 

Venture 

65 

62 

57 

Volume  Shot* 

2,210 

1.867 

1,662 

Loehmann’s 

90 

81 

72 

Shopping  centers 

27 

26 

25 

Average  Shares  Outstanding 

154.8 

156.0 

155.8 

All  yean*  included  52  weeks,  except 
1‘tfH  and  l(>78  which  included  53  weeks. 
•Excludes  Sycamore  stores. 


1983 

1982 

1981 

1980 

1979 

1978 

1977 

1976 

$7,870 

$6,787 

$6,092 

$5,054 

$4,686 

$4,270 

$3,797 

$3,680 

5.668 

4,918 

4,401 

3,649 

3,376 

3,076 

2,722 

2,666 

1,539 

1,346 

1,234 

1,028 

953 

872 

766 

744 

108 

118 

% 

63 

64 

60 

51 

48 

555 

405 

361 

314 

293 

262 

258 

222 

258 

188 

169 

147 

139 

130 

127 

111 

297 

217 

192 

167 

154 

132 

131 

111 

89 

79 

72 

65 

56 

51 

4  / 

46 

281 

245 

242 

204 

200 

245 

172 

143 

186 

163 

138 

117 

109 

97 

86 

76 

512 

416 

356 

316 

282 

244 

232 

201 

$  1.93 

$  1.44 

$  1.31 

$  1.23 

$  1.14 

$  .98 

$  .97 

$  .83 

.65 

.60 

.56 

.50 

.46 

.42 

.39 

.37 

.67 

.61 

.57 

.52 

.47 

.43 

.39 

.38 

13.21 

11.82 

11.05 

10.46 

9.72 

9.02 

8.43 

7.81 

21.00 

16.42 

10.67 

9.34 

9.21 

9.13 

9.92 

12.00 

 14.84 

7.67 

7.75 

6.00 

7.25 

6.92 

7.13 

9.28 

$1,381 

$1,285 

$1,203 

$1,071 

$  982 

$  860 

$  783 

$  714 

1,117 

974 

927 

686 

649 

588 

530 

486 

1,338 

1,186 

1.046 

1.000 

886 

803 

803 

725 

1.909 

1.797 

1,729 

1,341 

1,285 

1,202 

1,062 

978 

1.010 

1,035 

979 

760 

820 

749 

688 

647 

2,041 

1,756 

1.647 

1,402 

1,297 

1,197 

1,114 

1,033 

5.022 

4.490 

4,197 

3,446 

3,222 

2,854 

2,650 

2.388 

3.8% 

6.5 

16.9 

3.2% 

6.1 

13.2 

3.1% 

5.8 

13.6 

3.3% 

6.3 

12.8 

3.3% 

6.0 

12.8 

3.1% 

5.7 

11.8 

3.4% 

6.1 

12.6 

3.0% 

5.5 

11.4 

300 

309 

309 

300 

291 

278 

264 

252 

95 

79 

74 

— 

— 

— 

— 

— 

51 

47 

45 

45 

45 

43 

27 

24 

1,389 

1,279 

1,089 

978 

811 

643 

559 

510 

0/ 

26 

26 

27 

24 

22 

20 

19 

18 

154.2 

150.8 

146.3 

134.8 

134.2 

133.6 

133.9 

134.0 
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oard  of 
Directors 


Richard  L  Battram 
Vice  Chairman 


Thomas  S.  Carroll 1 2 

President  and  Chief  Executive  Officer 

of  International  Executive  Service  Corps 

David  C.  Farrell  -  ’ 

Chairman  of  the  Board 
and  Chief  Executive  Officer 


Martha  T.  Muse  ' 

Chairman  and  President  of 
The  Tinker  Foundation,  Inc. 

Russell  E.  Palmer1 

Dean  of  The  Wharton  School  ol  the 

University  of  Pennsylvania 

Andrall  E.  Pearson  “ 

Class  of  1%8  Professor  of  Business 
Administration,  Graduate  School 
of  Business  Administration, 
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John  W.  Hanley J  < 

Retired  Chairman  of  the  Board 
and  Chief  Executive  Officer 
of  Monsanto  Company 


Donald  C.  Platten  '  ‘ 

Chairman  of  the  Executive  Committee 
of  the  Board  of  Chemical  New  York 
Corporation  and  Chemical  Bank 


Thomas  A.  Hays J 1 
President 

Lawrence  E.  Honig 
Vice  Chairman 

Joseph  H.  Johnson 
Retired  Chairman  of  the  Board 
and  Chief  Executive  Officer  of 
Associated  Dry  Goods  Corporation 

Helene  L.  Kaplan  1 ' 

Counsel  to  Webster  &  Sheffield 

Paul  Kolton 1 1 

Chairman  of  the  Advisory  Council  of  the 
Financial  Accounting  Standards  Board 

Jerome  T.  Loeb  ‘ 

Vice  Chairman 

and  Chief  Financial  Officer 

Edward  H.  Meyer1 1 
Chairman  of  the  Board.  President 
and  Chief  Executive  Officer 
of  Grey  Advertising  Inc. 


1  Audit  Committee 

2 Executive  Committee 
•* Executive  Compensation  and  Development 
Committee 
1  Finance  Committee 
’  Nominating  Committee 


Richard  R.  Shinn 1  H  ’ 

Executive  Vice  Chairman 
of  the  New  York  Stock  Exchange 


William  P.  Stiritz-  ’ 

Chairman  of  the  Board 
and  Chief  Executive  Officer 
of  Ralston  Purina  Company 

J.S.  Webb1 1 
Chairman  of  the  Board 
of  The  Titan  Corporation 

Murray  L.  Weidenhaum 1 1 
Director  of  the  Center  for  the  Study 
of  American  Business  and  Mallinckrodt 
Distinguished  University  Professor 
at  Washington  University 


Richard  R.  Shinn 
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Edward  H.  Nlever 


Helene  L.  Kaplan 


Joseph  H.  Johnson 


Richard  L.  Battram 


William  R  Stiritz 


Thomas  S.  Carroll 


Martha  T.  Muse 


Murray  L.  Weidenbaum 


Jerome  T.  Loeb 


Paul  Kolton 

Donald  C.  Flatten 

ML 

Lawrence  E.  Honig 


J.  S.  Webb 


Russell  E.  Palmer 


H 

Management 

David  C.  Farrell 
Chairman  of  the  Board 
and  Chief  Executive  Officer 

Thomas  A.  Hays 
President 

Richard  L.  Battram 
Vice  Chairman 

Lawrence  E.  Honig 
Vice  Chairman 

Jerome  T.  Loeb 
Vice  Chairman 
and  Chief  Financial  Officer 

Executive  Vice  Presidents 
Louis  J.  Garr,  Jr. 

General  Counsel 

R.  Dean  Wolfe 
Real  Estate 

Senior  Vice  Presidents 

Randall  C.  Barnes 
Strategic  Planning 

John  F.  Danahy 
Data  Processing 

Douglas  J.  Giles 
Human  Resources 

Lonny  J.  Jay 
Planning  and  Reporting 

J.  Kent  McHose 
Control 


Ruth  A.  Streit 
Compensation  and  Benefits 

Henry  A.  Wagner 
EDP  Systems  Development 

John  E.  White 
Merchandise  Distribution 

Frank  J.  Williams,  Jr. 

Public  Affairs  and  Counsel 

Executive  Recruiting 

James  R.  Bodemuller 
Merchandise  Information  Systems 

Richard  A.  Brickson 
Secretary  and  Counsel 

Michael  C.  Canarios 
Planning  and  Analysis 

Douglas  W.  Dougherty 
Capital  Planning  and  Analysis 

William  M.  Goddard 

Risk  Management  and  Insurance 

Frank  D.  Gunter 
Taxes 

Laurence  M.  Heilman 
Merchandise  Research 

Mark  E.  Hood 
Accounting  and  Reporting 

Jan  R.  Kniffen 
Treasurer 

Dennis  M.  Lee 
Executive  Development 

Charles  B.  Luber 
Real  Estate 

Robert  L.  McDowell 
Corporate  Development 

Barry  S.  Silver 
Audit 


V  ice  Presidents 

James  Abrams 
Corporate  Communications 

Robert  B.  Aldridge 
Shortage  Control  and  Security 

George  A.  Alexander 
Credit 

Gene  E.  Bauer 


;*« 


anagement 
of  Operating 
Companies, 

Subsidiaries 

Lord  &  Taylor,  New  York 

Marshall  Hilsberg,  Chairman  and 
Chief  Executive  Officer 
Frank  C.  Watson,  Vice  Chairman 

May  Co.,  California 

Kenneth  F.  Sokol,  President  and 
Chief  Executive  Officer 
Edgar  S.  Mangiafico,  Chairman 

Hecht’s,  Washington,  D.C. 

Irwin  Zazulia.  President  and 
Chief  Executive  Officer 
J.  Warren  Harris,  Chairman 

J.W.  Robinson's,  Los  Angeles 

Robert  L.  Mettler,  President  and 
Chief  Executive  Officer 
Elden  Rasmussen.  Chairman 

Famous-Barr,  St.  Louis 

Judith  K.  Hofer,  President  and 
Chief  Executive  Officer 
Kenneth  L.  Wilkerson,  Chairman 

Kaufmann’s,  Pittsburgh 

William  T.  Tobin,  President  and 
Chief  Executive  Officer 
Gerald  A.  Sampson,  Chairman 

L.S.  Ayres,  Indianapolis 

Robert  E.  Friedman.  President  and 
Chief  Executive  Officer 
Ronald  E  Tanler,  Chairman 

G.  Fox,  Hartford 

Jerald  S.  Politzer,  President  and 
Chief  Executive  Officer 
Jerome  R.  Rossi,  Chairman 


May  Co.,  Cleveland 

Robert  B.  Cockayne,  President  and 
Chief  Executive  Officer 
Donald  R.  Andrus,  Chairman 

Meier  &  Frank,  Portland,  Ore. 

Allain  Russo,  President  and 
Chief  Executive  Officer 
Kenneth  B.  Winfield,  Jr.,  Chairman 

Sibley’s,  Rochester,  N.Y. 

Matthew  D.  Serra,  President  and 
Chief  Executive  Officer 

O’Neil’s,  Akron 

Larry  L.  Mickley,  President  and 
Chief  Executive  Officer 
Roy  R.  Paulson,  Chairman 

May  D&F,  Denver 

Joseph  S.  Davis,  President  and 
Chief  Executive  Officer 
F.  Joseph  Hayes,  Chairman 

Goldwaters,  Scottsdale 

Pamela  Grant,  President  and 
Chief  Executive  Officer 
Carl  E.  Tooker,  Chairman 

Hahne’s,  New  Jersey 
Alan  T.  Kane,  President  and 
Chiei  Executive  Officer 
Donald  G.  Boyle,  Chairman 

Robinson’s  of  Florida,  St.  Petersburg 

John  E.  Toler,  Jr.,  President  and 
Chief  Executive  Officer 
William  J.  Sander,  Chairman 

May  Cohens,  Jacksonville 
Thomas  J.  Hogan,  President  and 
Chief  Executive  Officer 

Caldor 

Don  R.  Clarke,  Chairman  and 
Chief  Executive  Officer 
Marc  I.  Balmuth,  President 

Venture 

Julian  M.  Seeherman,  President  and 
Chief  Executive  Officer 
Philip  G.  Otto,  Chairman 


Volume  Shoe  Corporation 

Dale  Wr.  Hilpert,  Chairman  and 
Chief  Executive  Officer 
Richard  A.  Jolosky.  President 

Loehmann’s 

Allan  R.  Bogner,  President  and 
Chief  Executive  Officer 
Philip  Kaplan,  Chairman 

May  Centers 

Robert  L.  Ferguson,  President  and 
Chief  Executive  Officer 
W'illiam  E.  Grafstrom,  Chairman 

May  Merchandising 
Corporation,  New  York 

Kenneth  Kolker,  Chairman  and 
Chief  Executive  Officer 
Martin  Bloom,  President 

May  Department  Stores 
International,  Inc. 

Martin  Bloom,  President  and 
Chief  Executive  Officer 

The  May  Design  and 
Construction  Company 

John  G.  Rutenis,  President 
John  F.  Strong,  Chairman 
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hareholder 

Information 

Corporate  Office 

The  May  Department  Stores  Company 
611  Olive  Street 
St.  Louis,  Mo.  63101 
(314)  342-6300 

Annual  Meeting 

The  Annual  Meeting  of  Shareholders  will  be  held 
at  10  a. m.,  Friday,  June  19,  in  the  ninth  floor  auditor¬ 
ium  of  the  Famous-Barr  store.  Sixth  and  Olive 
Streets,  St.  Louis,  Mo.  A  formal  notice  of  the  meeting, 
along  with  a  proxy  statement  and  a  form  of  proxy, 
w  ill  he  mailed  to  each  holder  of  common  stock. 

Annual  and  10-K  Reports 

Copies  of  the  company’s  annual  report  to  share¬ 
holders,  the  annual  report  to  the  Securities  and  Ex¬ 
change  Commission  (  Form  10-K ),  and  the  quarterly 
reports  to  the  SEC  (  Form  10-Q )  are  available  to 
shareholders  without  charge  upon  request  to: 
Corporate  Communications 
The  May  Department  Stores  Company 
611  Olive  Street 
St.  Louis,  Mo.  63101 

Capital  Stock 

Shares  of  The  May  Department  Stores  Company 
common  stock  are  listed  and  traded  on  the  New  York 
Stock  Exchange  ( trading  symbol  MA )  and  the 
Pacific  Stock  Exchange  ( trading  symbol  MA).  The 
stock  is  quoted  as  ^MavDS"  in  daily  newspapers. 


Transfer  Agent  and  Registrar 

Center  re  Trust  Company  of  St.  Louis 
510  Locust  Street 
St.  Louis,  Mo.  63101 
(314)231-9300 

Auditors 

Arthur  Andersen  &  Co. 

1010  Market  Street 
St.  Louis,  Mo.  63101 

Shareholder  Inquiries 

Communication  regarding  dividend  payments  and 
shareholder  records,  including  change  of  address, 
should  be  directed  to  the  company’s  transfer  agent 
and  registrar,  Centerre  Trust  Company  of  St.  Louis, 
at  the  address  show  n  above. 

Security  analysts,  investment  professionals  and 
shareholders  should  direct  their  financial  inquiries  to 
Jan  R.  Kniffen,  vice  president  and  treasurer.  The  May 
Department  Stores  Company,  611  Olive  Street, 

St.  Louis,  Mo.  63101,  (314)  342-6300. 
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